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The gulf has remained one of the most prominent areas of 
the world since ancient times mainly because of its geopolitical 
location. After the second world war its importance increased 
manifold due to its strategic location in the context of cold 
war. However, it was mainly since October 1973 that the region 
acquired an enviable position in international context in terms 
of business prospects. It emerged as one of the leading 
commercial and industrial centres on the face of the globe. 
The developments in 1973 leading to the substantial hike 
in oil prices and the immediate wealth fetched from that made 
the Gulf emerge as one of the leading commercial and 
industrial centres. The strategic importance of the area both as 
a supplier of oil and a fast expanding market has considerably 
gone up. It is quiet obviously reflected in the massive flow of 
international goods and services acquiring new dimensions. 
With a favourable balance of trade position and accumulated 
funds. The Gulf States have initiated bold new programmes of 
modernization and industrialization to speedily build up 
infrastructure to diversify their economies in desired 
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directions. This has also resulted in the large scale import 
capital good, consumer durables and of skilled and non-skilled 
manpower from East Asia and Indian Sub Continent. However, 
developments in the beginning of the 1980s in the region have 
had a marked impact in the economy and security of the Gulf 
States. 
After India's independence a new era ushered in the Indo-
Gulf relations and particularly, since 1973, many developments 
in the region opened up new avenues of economic co-operation 
and collaboration in various fields. India has been playing an 
important role in the economic development of the Gulf with 
its exports of goods or services in the form of skilled and 
unskilled manpower resources, technical know-how, managerial 
skill and above all the commitment of genuine friendship. 
The 1990s have seen an expansion of economic 
activity among the developing countries through a series of 
economic reforms in their economies, which, in one form or 
another, are still under way. The process started in a climate of 
increasing economic integration and growing economic 
interdependence. This is associated not only with increasing 
cross-border movement of goods, services, capital, technology. 
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information and people, but also with organization of economic 
cooperation between nations. This process is basically driven 
by the lure of profit and the threat of competition in the 
market. As a matter of fact, integration with the world economy 
through globalization and liberalization is believed to be highly 
beneficial to those countries which have laid the requisite 
foundation for industrialization and development. This has 
helped in raising productivity of the concerned economy, 
including the agricultural sector. This has also helped in the 
acquisition of technological and managerial capabilities and the 
creation of institutions that would regulate, govern and 
facilitate the functioning of markets. 
Trade policy reforms over the last decade have provided 
an export friendly environment with simplified procedures 
conducive to enhancing export performance. The focus of these 
reforms have been on liberalization, openness, transparency 
and globalization with basic thrust on outward orientation 
focussing on export promotion activity moving away from 
quantitative restrictions and improving competitiveness of 
Indian industry to meet global market requirements. Over the 
years significant changes in the EXIM policy have helped to 
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strengthen the export production base, remove procedural 
irritants, facilitate input availability besides focussing on 
quality and technological upgradation and improving 
competitiveness. Steps have also been taken to promote exports 
through multilateral and bilateral initiatives, identification of 
thrust areas and focus regions. 
Trade statistics reveal that India depends more on the 
developed countries for its major proportion of exports as well 
as imports. India's exports and imports from developing 
countries do not grow at a significant rate. Further while 
trading with developed countries, India's terms of trade are 
mostly unfavourable. Hence, India is rather a losing partner in 
its trade with developed countries. As such, larger trade with 
developed countries would mean more exploitation or resource 
drain and this can not be an engine of growth. During the 
fifties and sixties, India's imports were largely determined by 
the stance of imports substitution. In the seventies, the 
country's imports were greatly influenced by the goal of 
reaping efficiency grains in the export sector throughout 
imported inputs. During the eighties import expenditure on 
petroleum, oil and lubricants (POL) was sizeables: besides the 
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crucial import of trade liberalization in changing India's 
imports structure. 
Export led growth is the current strategy of India's 
economic policy towards globalization of the economy. Indian 
exports should acquire a high degree of competitiveness in the 
world markets. For this, adequate supplies of exportable need 
to be assured, besides the pursuance of sound fiscal and 
monetary policies. To push up exports India needs a further 
diversification of foreign trade. Also India should concentrate 
more on improving trade relations with the developing 
countries. In fact, developing countries do posses problems like 
non-tariff barriers, inadequate tariff concessions and with a 
strong political will for economic integration. India can 
succeed in developing good trade relation with developing 
countries of the south and neighboring areas. 
For India, the Gulf Countries as a whole constitute a 
cheaper source for purchasing crude, petroleum based 
chemicals and fertilizers, although its trade with this region has 
not been significant. Over the years, the deficit of India's 
balance of trade with GCC countries has continued, therefore, 
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it is in mutual interest that India's exports increases in future 
years to correct the imbalance. The imports of commodities by 
these countries also reveal that both value added items like 
machinery, transport, equipment, vehicles and consumer 
durable come from Japan, the USA and Western nations, 
whereas imports from India mainly consist of traditional items 
like food, vegetables, spices, jewellery and cotton textiles. 
Although India acquired the potential to produce durable 
capital goods needed by Gulf countries, such as earth moving 
equipment, tractors, cranes, electrical turbines, refrigerations 
and cold storage plants, unfortunately India has been unable to 
market these products to any significant extent. 
Focus should be given on the export of non-traditional 
items such as project goods, computer software and hardware, 
electronics, oil-field equipment, light and heavy engineering 
goods, automobile spare parts. The most important factor for 
low export performance is that Indian products have not been 
competitive price-wise in the international market. Moreover, 
strict quality control measures could not be adopted for the 
sake of survival of export markets. 
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India should continue to export of fresh vegetables to 
Gulf countries because the prospect of these things are good in 
Gulf market. The scope of promoting our trade and economic 
relations with Gulf is immense. There is scope of export of 
items like paper fittings, internal combustion engines, 
industrial fasteners, heating and cooking equipments, electrical 
machinery, scientific instruments, footwear. There are also 
potentialities of furniture sales to Gulf countries. 
In the last one decade, the economies in the region have 
undergone vast changes. They have acquired sufficient 
experience and are in the process of learning from mistakes. 
Thus, all grandiose projects will give way to projects that 
provide better social facilities and which are financially viable. 
Similarly, there is a strong tendency towards going in for 
maintenance contracts for the infrastructural facilities already 
created. Another trend noticed is the fall in dependency on 
outsides. In fact, within the next two or three years, the oil-rich 
countries will have a large and diversified technically trained 
manpower just out of the universities. However, the local 
training needs will increase so as to provide support at the 
lower and middle level management. 
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Projects and their related inputs which have a scope in 
Gulf countries are: 
• Reclamation scheme in Bahrain to build a new town. 
• Railroad projects in Saudi Arabia, and rail system to 
cover all the GCC countries. 
• Downstream aluminium plant in Bahrain. 
• Management consultancy contracts for hospitals. 
• Transport management contracts. 
• Creation of defence and security infrastructure. 
• Creation of such facilities as power, desalination, 
water distribution, airport development, port 
expansion, hospitals and hotels, particularly in 
Bahrain, Oman and the UAE. 
• Management consultancy projects, including 
personnel administration, computer technology, 
financial system, and marketing. 
• Agriculture and fisheries development mainly in 
Oman and Iraq. 
• Mineral exploration in Oman and Saudi Arabia. 
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• Development of technical education, infrastructure 
in Saudi Arabia, Kuwait and the UAE. 
• Expansion of communications facilities, mainly in 
the GCC countries. 
While the areas mentioned above will have development 
priority, the demand for consumer goods will continue to be 
largely met from imports. Despite the self-sufficiency reached 
in such a country as Saudi Arabia in wheat requirements, the 
demand for such items as rice, sugar, tea, and processed food 
items including meat and meat preparation will continue to 
grow, though at a lower rate. Similarly, the import demand for 
other consumer items, such as textiles, will exist. 
After the economic reform initiated in July 1991, the 
Government of India has taken a number of steps to create a 
more free environment for trade, removal of procedural 
irritants and anomalies through simplification and streamlining 
of procedures. The norms also place emphasis on increasing 
exports, promoting investment for increased production, 
improving international competitiveness and focusing on 
quality and technological upgradation. In order to achieve these 
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objectives, the Export and Import (EXIM) Policy 1992-97 made 
a conscious effort to dismantle various projectionist and 
regulatory policies and accelerate the country's transition 
towards further globalization. Further, the policy for 1997-
2002 has considerably simplified the policy and procedures: 
imports are being gradually liberalized to facilitate availability 
of raw materials and inputs to the export sector, besides 
widening and modernizing the indigenous production base, and 
country-specific initiatives have been undertaken to promote 
trade. A number of schemes in this regard, such as Duty 
Exemption Scheme (DES), Export Oriented Units (EOUs), 
Export Processing Zones (EPZs), Electronic Hardware 
Technology Parks (EHTPs) and Software Technology Parks 
(STPs) have been initiated to provide special thrust to exports. 
In order to build up marketing infrastructure and expertise 
required for export promotion, the schemes initiated include: 
Export-Houses, Trading Houses, Star Trading Houses, and 
Super Star Trading Houses. Further, the Export Promotion 
Industrial Park Scheme has been implemented to support the 
state governments in their export promotion efforts, and the 
India Brand Equity Fund has been created to present a positive 
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image of Indian products abroad. Interactive discussion with 
Export Promotion Councils, Commodity Boards and trade and 
industry are normally held to boost exports, rates on export 
credit have been reduced, and it has been decided to set up an 
empowered Export Promotion Board to resolve problems facing 
exporters expeditiously. 
Keeping in view exporters' needs and realising the fall in 
export growth, trade policy is being revised to allow the 
exporting community to compete effectively in the new global 
trading environment. The export Strategy has also been revised 
in terms of the initiatives and efforts required sectorally and in 
specific markets, besides improving competitiveness and 
strengthening the production base for exports through specific 
policy measures. The sectoral strategy has twin objectives, 
viz., widening and deepening India's exports of existing 
products to existing and new markets, and diversification of the 
export basket in tune with the trends in world exports and 
exports from developing countries. Gems and jewellery, 
electronic hardware and computer software, textiles, 
engineering goods, chemical and allied products, agricultural 
products, leather and leather products, marine products, sports 
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goods and ores and minerals have been identified as thirust 
products in this export strategy. India's present export basket 
to West Asian countries consists of a limited range of products 
- some of them figure among the above stated products. As a 
matter of fact, strengthening of trade with West Asia is an 
important link in the strategy, since this region is increasingly 
becoming an important destination for India's trade 
cooperation. The Export Strategy is aimed at focusing on joint 
ventures to handle trade, third-country exports, organization of 
impressive trade shows for market promotion, and 
strengthening of banking infrastructure. 
Though the petro-dollar boom is fading in Gulf C9untries 
because of fall in price, yet there is enough potential to exptmt 
for Indian export through improvement in trade relation. 
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9~ The gulf has remained one of the most prominent areas of 
the world since ancient times mainly because of its geopolitical 
location. After the second world war its importance increased 
manifold due to its strategic location in the context of cold 
war. However, it was mainly since October 1973 that the 
region acquired an enviable position in international context in 
terms of business prospects. It emerged as one of the leading 
commercial and industrial centres on the face of the globe. 
The developments in 1973 leading to the substantial hike 
in oil prices and the immediate wealth fetched from that made 
the Gulf emerge as one of the leading commercial and 
industrial centres. The strategic importance of the area both as 
a supplier of oil and a fast expanding market has considerably 
gone up. It is quiet obviously reflected in the massive flow of 
international goods and services acquiring new dimensions. 
With a favouri^ble balance of trade position and accumulated 
funds. The Gulf States have initiated bold new programmes of 
modernization and industrialization to speedily build up 
infrastructure to diversify their economies in desired 
Introduction {2| 
directions. This lias also resulted in the large scale import 
capital good, consumer durables and of skilled and non-skilled 
manpower from East Asia and Indian Sub Continent. However, 
developments in the beginning of the 1980s in the region have 
had a marked impact in the economy and security of the Gulf 
States. 
India's relation with the Gulf are generally regarded as 
constituting an essential component of the legacy of Indo-Arab 
relations which is preposterous. The people of the Gulf states 
are of course of the Arab stock, Speak the Arabic Language and 
are the heirs of the Arab Cultural heritage. But in some ways, 
India's relation with the Gulf are qualitatively and 
quantitatively different from its relations with the rest of the 
Arab world and as such they deserve a distinct treatment. 
After India's independence a new era ushered in the Indo-
Gulf relations and particularly, since 1973, many developments 
in the region opened up new avenues of economic co-operation 
and collaboration in various fields. India has been playing an 
important role in the economic development of the Gulf with 
its exports of goods or services in the form of skilled and 
unskilled manpower resources, technical know-how, managerial 
skill and above all the commitment of genuine friendship. 
The 1990s have seen an expansion of economic activity 
among the developing countries through a series of economic 
reforms in their economies, which, in one form or another, are 
still under way. The process started in a climate of increasing 
economic integration and growing economic interdependence. 
This is associated not only with increasing cross-border 
movement of goods, services, capital, technology, information 
and people, but also with organization of economic cooperation 
between nations. This process is basically driven by the lure of 
profit and the threat of competition in the market. As a matter 
of fact, integration with the world economy through 
globalization and liberalization is believed to be highly 
beneficial to those countries which have laid the requisite 
foundation for industrialization and development. This has 
helped in raising productivity of the concerned economy, 
including the agricultural sector. This has also helped in the 
acquisition of technological and managerial capabilities and the 
creation of institutions that would regulate, govern and 
facilitate the functioning of markets. 
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In the 1990s it became almost clear that West Asian 
countries would give the private sector a free hand in 
developing their resources, given the importance of oil in their 
economies. Now, in recent years, various Organization of the 
Petroleum Exporting Countries (OPEC) conferences too have 
focused on the future of the oil industry, showing that, unlike 
the previous calculations, the major increases in oil 
consumption are likely to take place in Asia and the Far 
Eastern developing countries. 
Perhaps the most important factor in business 
opportunities for foreign investors in the list of benefits which 
the Gulf countries can offer is their stability and high 
creditworthiness. And in order to capitalize on the 
opportunities offered by the Gulf markets, and to ensure sound 
and profitable investment decisions, foreign investors cannot 
but take into account the development strategy of the region. 
What the Gulf countries are after is not simply the 
establishment of production units, but the transfer, adaptation 
and acquisition of know-how and technology. In the 
liberalization era, the region has already been marked by fierce 
competition, in which only the most efficient producers, agents 
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and contractors can survive, and there is expected to an 
increase in the complexity of market conditions as new 
regulations of commercial policies are introduced. At the same 
time, it cannot be denied that in most of the West Asian 
countries there is a lack of development financial and legal 
environments that often causes constraints in business 
activities. For example, due to the lack of undeveloped stock 
markets, most industrial projects are financed through equity 
contributions by partners, commercial bank lending and 
industrial development fund lending. Although the Arab stock 
markets are becoming a 'hot item' for global investors, a 
growing number of multinational funds are now being set up or 
created to invest in the region's equity markets. For global 
investors, the term 'emerging markets' has become synonymous 
with the tiger economies of South East Asia. 
West Asia's recently adopted economic philosophy of 
free enterprise and a development policy based on private 
sector participation now provides an excellent opportunity to 
developed and developing countries particularly India to gain 
from the area on a comparative advantage basis. Significantly, 
many countries in the region, with enormous private capital 
accumulated abroad, are allowing the private sector, through 
market mechanisms, to meet the region's demand for goods and 
services. After the opening up of the Indian economy since the 
early 1990s, the Gulf nations in particular have offered a wide 
scope for exports as well as setting up joint ventures and are 
viewing India as a attractive partner. 
India is a high-performing economy now gearing up to 
meet the emerging economic and technological challenge of the 
21^^ century. Since the early 1990s, the perception has changed 
both in India and West Asia owing to India's policy 
encouraging foreign investment. In the field of trade and other 
economic relations, the vital aspect to be observed is of 
interdependence between the two regions. Although there are 
no restrictions or protectionist moves in the area of export 
markets, India's volume of trade with West Asia as compared 
to other developing countries like South Korea, Taiwan and 
China is still insignificant. 
With its technological progress on a wide front, India 
now ranks tenth among the industrial nations of the world. 
Further, on account of expansion in facilities for technical 
education and research, it has the third-largest reserve of 
technical and scientific manpower in the world. India has now 
reached a level of competence where it is in a position to share 
the fruits of its development with other countries. It has also 
developed capabilities in a variety of fields extending from 
heavy engineering to consumer items. Also, Indian consultancy 
and construction firms are participating increasingly in projects 
in other developing countries. But it is surprising as to why 
India could not create healthy economic ties with the Gulf 
nations in these years, and also why Arab investment could not 
be attracted on a massive scale during the 1980s when a 
liberalised investment policy was initiated by Mrs. Indira 
Gandhi. It is now realised (though belatedly) that unlike most 
advanced countries which took keen interest in the Arab world 
after the 1973 oil crisis, India's old relations with the region 
could not materialise in business terms. Strong bilateral 
relations are considered an important determinant of continued 
commercial success in specific countries. While this is not 
surprising given political considerations, the extent of the lack 
of commercial relations are greater than one might have 
suspected. Apart from very small contracts, Indian trade has 
been relatively consistent at around 15 per cent of the total of 
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the country's industrial exports to West Asia. But in contrast to 
the previous two decades, the liberlisation era of the 1990s has 
been marked by India's business prospects in the emerging 
markets of West Asia. Its bilateral science and technology 
agreements with a number of Arabian countries (as well as 
Israel) have helped enhance India's competitive edge vis-a-vis 
other Asian developing countries, and have also promoted 
closer diplomatic relationships through increased 
interdependence. 
India can now collaborate in a wide range of activities 
covering plan formulation, feasibility studies and detailed 
project reports. Such services can be provided for a variety of 
industries. Apart from industrial project and engineering 
services, Indian consultancy services are also available for the 
entire range of infrastructural activities such as power 
generation, transmission, distribution, railways, roads, 
highways, bridges, ports, town planning and architecture, 
building and civil structure, dams, irrigation, etc. in addition, 
there are joint ventures in other countries where several Indian 
companies have already set up such ventures and the process is 
gaining momentum. There is no need to go into details that the 
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Gulf market, since the 1970s, has provided a new dimension to 
India's export policy in particular and its foreign economic 
policy in general. Prior to the oil boom in 1973, Indian 
companies did have a few notable joint ventures in developing 
as well as some developed countries. But it was mainly the 
Gulf market which gave an impetus to both public and private 
sector companies in India to undertake and execute turnkey 
projects, both in civil engineering and industries of different 
size, scale and nature. Indian companies have had to face many 
problems, and occasionally there have been some failures on 
their part too. But in the light of the fact that this area was 
entirely new and different from other parts of the world, the 
kinds of jobs undertaken were unprecedented, and the nature of 
Indian industrial development was not geared to the extent of 
an interaction of this magnitude. Even there, it could be said 
that their performance has been, by and large, satisfactory, if 
not excellent. 
The vital aspects of Indo-Arab economic relations in the 
1990s can be assessed in exploring the business possibilities 
there. In this regard, two trends in the region are considered to 
have expanded the emerging market. The first is that the West 
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Asian peace process is now a consensus agenda, on whichi both 
Israel and hostile Arab regimes have agreed to settle their 
issues, and this has consequently prompted investors, both 
foreign and local, to invest their savings in enhancing the 
production capacities of most of the countries. Second, before 
1990, i.e., in the Cold War era, both the West Asian nations 
and India were tied to the US and Soviet blocs respectively. 
Moreover, liberalisation had not begun at that time in either 
region. Perhaps this was the reason that despite great efforts on 
the part of the Indian government to expand trade volumes with 
the Arab world, business targets could not be achieved. As both 
factors have changed, it is now rightly felt that India can gain a 
lot by liberalising its economy, and at the same time benefit 
from the privatization boom in the West Asian countries. 
Review of Literature on India's Trade Relations with Gulf 
Countries: 
In the following paragraph, a comprehensive review of 
literature on India's trade relations with Gulf countries is 
presented to find out the research gap and to formulate the 
objective and hypothesis of the present study. 
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/ D r . V.K. Bhaalla in the book 'Arab Gulf State and India, 
Trade and investment' 1987 has pointed out that the major 
constraints for the rapid growth in bilateral trade is lack of 
adequate foreign exchange and suggested that more innovative 
financing and trading practices may have to be adopted. He 
also highlighted that the areas in which close cooperation 
between two regions could be rewarding is fertilizers. 
/Subhash Narula in the book 'India's Gulf Exports, 
features, Trend and Prospects', Anupam Publications, Delhi, 
1988 has made an attempt to trace India's response in the form 
of increased exports to the challenge posed by the price hike 
and its implied consequences. Piling up of large oil revenue by 
oil exporting countries in a very short period and their gigantic 
development efforts a sharp and some what unmanageable 
growth in their imports. With rise in their demand for 
practically everything on this earth, these countries provided 
India with a highly potential market in her neighbourhood. An 
attempt is also made to analyze the phenomenal growth in 
India's exports in terms of its pace, nature and growth. 
T'-Subhash Narula in the book 'India's Gulf Exports, 
features, Trends and Prospect', 1988, has correctly said that 
India can effectively participate in human resource 
development. The Gulf countries being critically dependent on 
foreign skill for running most of their establishments, have a 
gigantic task of providing technical knowledge and expertise to 
their population. India can participate effectively by training 
their people for different types of skill managerial as well as 
technical, for small industries or medium/large industries. India 
has the capacity of providing required skills and can export 
trained and semi-trained manpower to Gulf Countries because 
the reputation is very good as compared to other countries. 
jt^'Tayseer Abdel Jaber in the book 'Foreign and Intra-Trade 
policies of the Arab Countries', 1997 syas the objectives of 
trade promotion and liberalization were not accompanied by 
measures to coordinate their development policies. Instead of 
making the full use of comparative advantage in certain factors 
of production to establish an integrated export oriented 
industry, each country sought industrialization for the sale of 
import substitution. This resulted in the emergence of a small 
number of similar industries, leading to high protectionist 
measures taken by other Arab countries to protect their 
domestic industry. 
Ti^Al-Haj, Mohammad in, 'Intra-Arab Trade Promotion, 
AMF, 1991' has suggested that Arab countries has to take 
strong effective measures for a multilateral trade liberalization 
scheme covering all products of Arab origin and allowing for 
tariff and non tariff barriers to be phased in stages. Such a 
trade liberalization scheme provides a significant contribution 
to the implementation of the 1981 agreement for the facilitation 
and promotion of Intra-Arab Trade, 
•, B. Bhattacharya, Somastic Mukhopadhyay and Bimal K. 
Panda in 'India's Trade Liberalization, IIFT, New Delhi, 1996 
has thrown light on impact of liberalization that these measures 
is supposed to remove the anti-export bias in the policy regime, 
create an environment which will promote export of those 
products in which the country enjoys competitive advantage 
and promote only efficient import substitution. 
,j5^  Said El-Naggar in 'Foreign and Inter Trade policies of the 
Arab Countries', 1991 pointed out that the GCC countries 
represent a sizable economic and financial power in the Arab 
World, as a source of financial flows and an important market 
for goods and services. Such a market provides a great 
opportunity to absorb products from the Arab Countries that 
have the potential to develop their agricultural and industrial 
production and have a comparative advantage over the rest of 
the GCC countries' trading partners from outside the Arab 
region. 
• Involvement of states in export promotion by 
B. Bhattacharyya and L.D, Mago, 1994. This publication is the 
outcome of a seminar organised by the Institute to provide an 
opportunity to the policy-makers at the centre, the top 
bureaucracy of the states and leaders of Trade and Industry to 
interact on export related problems with an ultimate objective 
of ensuring greater involvement and participation of states in 
export promotion activities. The report has incorporated 
various suggestions given by the participants for enablling the 
state Governments to render effective support to the export 
efforts of the country. 
Subash Narula in 'India's Gulf Exports, 1998' has 
emphasized that though the scope for exporting food and other 
primary products to the Gulf countries is quite big, India must 
try to consolidate her position there, yet, one should also not 
ignore the opening in the field of engineering products too. 
India's share in the total imports of engineering goods in the 
Gulf countries has declined over the years, which means lot 
more needs to be done to improve her position here. 
Sethuraman, S. in ''Trades Scenario in Post independence 
Era", has thrown light on the radical shift from a highly 
regulated to an outward economy. India has generated immense 
interest abroad, but it has a long way to go before emerging as 
a strong global player. 
Besides above cited references of books, writers and 
articles, \i6em':-i;a good number of trade journals, periodicals 
such as; Europa, IIFTs, Indian Economic Survey, Yojana, 
FICCI, Ph.D. Chambers of Commerce have been widely made 
good use of the purpose. Besides dailies such as Economic 
Times, Financial Express, Business Standards and others have 
also been scanned through to study the subject matter. Central 
statistical organization (CSO), National Accounts Statistics, 
Monthly Statistics of Foreign Trade of India and other related 
statistical books have been widely consulted. The International 
publications such as, IMF report World Report, Asian 
Development Outlook, SAMA have been of great significance 
in studying the appurtenant subject matter. 
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The present study throws light on India's trade relations 
with Gulf countries in the post liberalization era and also 
examines the Asian Crisis and its impact on India's trade. 
Objective of the Study: 
The following are the objectives of the study: 
(a) To study the economic background of Gulf 
countries. 
(b) To find out the potential areas of economic 
cooperation between India and Gulf Countries. 
(c) To asses the impact of policies of economic 
liberalisation. 
(d) To examine the trends in trade between India and 
Gulf countries, and 
(e) To chalk out a strategy to boost India's trading 
relationship with Gulf countries. 
Hypothesis: 
The work is essentially based on the secondary source, 
hence hypothesis of the study are based on the "Pilot Research" 
conducted by the researcher and are being tested by using 
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published material. However, the hypotheses are given as 
below: 
(a) Gulf countries have great potential for other 
countries offering attractive liberalisation 
programmes and creating vast scope to maintain or 
increase exports to the*e countries. 
(b) The place of India's exports and imports from Gulf 
countries have increasing trends duirng the period 
under review. 
(c) The economic structure of India and that of Gulf 
countries is such that they becomes complimentary 
to meet each other requirements. 
(d) The EXIM policy of India is capable to create 
conducive atmosphere for increasing exports and its 
imports are aimed to increase the exports first. 
(e) The trade compositions has underwent a substantial 
change but still it is highly skewed and 
diversification is needed. 
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Scope of the Study: 
In the present thesis, an attempt has been made to study 
in detail the overall trade relationship with India and Gulf 
countries. The study has been segmented into pre and post-New 
Economic policy period to examine the impact of liberalisation 
and globalisation on trade and investment relationship between 
India and Gulf countries. The study covers the time span of 
about ten years. The Gulf countries include Saudi Arabia, UAE, 
Qatar, Kuwait, Oman and Bahrain, 
Methodology: 
Study covers a decade stretching from 1990 to 2000. The 
logic for selecting this decade is that the countries selected for 
study have brought a seachange in the value as well as volume 
of their foreign trade. Moreover uniform data is available for 
this period. The nature of study is such that the researcher has 
to depend on a secondary data for which the main sources are 
given below: 
(a) The year Books of financial statistics and direction 
of trade statistics. IMF publication various issues. 
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(b) Government publication of India and other 
countries. 
(c) Data regarding composition of India's trade 
collected from various issues of statistics of the 
foreign trade of India by countries. 
Format of the Project: 
The project is divided in the five chapters in order to 
have a synoptic and comprehensive view of India's trade 
relations with Gulf countries during the period of the years i.e. 
since 1990 and thereafter. In the first chapter an attempt is 
made to have a comprehensive but selective view of India's 
foreign trade policy since 1990. The second chapter evaluates 
the trends, composition and direction of India's foreign trade. 
The third chapter highlight in detaii; of the socio and economic 
conditions of Gulf countries. The fourth chapter deals with the 
India's export and import to Gulf countries. The final chapter 
is the summary of the findings of the study and suggestions 
based on these findings. 
€(Ate^~^ 
CHAPTER - I 
INDIA'S FOREIGN TRADE POLICY 
Introduction: 
Before 1947 when India was a colony of the British, the 
pattern of her foreign trade was typically colonial. India was a 
supplier of foodstuffs and raw materials to the industrialized 
nations particularly England and an importer of manufactured 
goods. This dependence on foreign countries for manufactures 
did not permit industrialization at home, rather as a result of 
the competition from British manufactures, the indigenous 
handicrafts suffered a severe blow: 
With the dawn of independence, the colonial pattern of 
trade had to be changed to suit the needs of a developing 
economy. An economy, which decides to embark on a 
programme of development, is required to extend its productive 
capacity at a fast rate. For this, imports of machinery and 
equipment, which cannot be produced in the initial stages at 
home, are essential. Such imports, which either help to create 
new capacity in some lines of production or enlarge capacity in 
the other lines of production, are called developmental imports. 
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For instance, imports required for the setting up of the steel 
plants, the locomotives factory and the hydro-electric projects 
are of a developmental nature. Secondly, a developing country 
which sets in motion the process of industrialisation at home 
requires the imports of raw materials: and intermediate goods so 
as to properly utilise the capacity created in the country. 
Imports which are made in order to make a full use of the 
productive capacity are called maintenance imports. These 
imports are vital for a developing economy, as many of the 
industrial projects are also held up for lack of maintenance 
imports. For a developing economy, the developmental and 
maintenance imports set limits to the extent of industrialisation 
which can be carried out in a given period. Besides these 
imports, a developing economy is also required to import 
consumer goods which are in short supply at home during the 
period of industrialization. Such imports are anti-inflationary 
because they reduce the scarcity of consumer goods. One 
example of such imports is the foodgrains imports in India in 
the post-independence period which helped to arrest the rise of 
prices at home. 
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It is, therefore, inevitable that during the early years of 
development, imports have to be increased at a very fast rate. It 
is natural that the balance of trade in such a situation will turn 
heavily against the developing country. This necessitates the 
enlargement of exports. External assistance can help to share 
the burden of growth in the short run, but in the long period the 
developing country has to bear the burden of development 
itself. To meet the growing foreign debt in view of inelastic 
imports, a developing country must increase its exports. 
Traditionally, underdeveloped countries like India have been 
the exporters of foodstuffs and raw materials. As economic 
development proceeds, the raw material exports generally 
decline because their demand increases at home to meet the 
requirements of growing domestic industries. With fast 
growing population, the surplus of foodgrains available for 
exports either dwindles or is turned into a deficit. 
Consequently, a developing economy is required to find new 
commodities and new markets in which it can sell its 
manufactures. The developed nations can help the process of 
industrialisation in an under developed country by reducing 
trade barriers, and accepting its consumer goods and semi-
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manufactured go'ds. Foreign aid is important for an under 
developed country, but trade is more significant. Thus, the new 
slogan which has been raised by the under-developed nations is 
'Trade and Aid'. 
After independence, India embarked upon planned 
development and formulated 5-years plans. The foreign trade 
policy was reflected in these plans and a review of it is made in 
the following discussion. 
Pattern of Foreign Trade during Plan Period 
The First Plan Period: (1951-52 to 1955-56) 
The foreign trade policy in the first 5-year plan contained 
a preponderance of imports aswould appear from the following 
table. 
TABLE-1.1 












































Source: Reserve Bank of India Bulletins. 
The annual average value of imports during the First Plan 
period was Rs. 730 crores and that of exports Rs. 622 crores. In 
this way, the average annual trade deficit worked out to be Rs. 
108 crores. Trade deficit was largely due to programmes of 
industrialization, which gathered momentum and pushed up the 
imports of capital goods. There was no improvement in exports. 
Second Plan Period: (1956-57 to 1960-61) 
During the Second Plan, a massive programme of 
industrialisation was initiated. This included the setting up of 
the steel plants, heavy expansion and renovation of railways 
and modernisation of many industries, and as a result, the 
quantum of imports reached a very high level. Besides this, the 
maintenance imports required for a developing economy further 
increased our imports. Foodgrains imports had to be resorted to 
overcome internal shortages and rising prices. 
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TABLE-1.2 






































Source: Reserve Bank of India Bulletin. 
Export earnings averaged Rs. 613 crores per annum. The 
figure of average exports earnings for the Second Plan was 
lower than that under the First Plan which shows that the much 
needed diversification of exports and export promotion drive 
did not materialize. Consequently, the trade balance became 
heavily adverse to the tune of Rs. 467 crores which was in 
sharp contrast to the moderate trade deficit of the order of Rs. 
108 crores per year during the First Plan. Foreign exchange 
crisis became acute during the Second Plan period. 
Third Plan Period: (1961-62 to 1965-66) 
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TABLE-1.3 






































Source: Reserve Bank of India Bulletin. March 1974 
The record of exports during the Third Plan shows that 
average export earnings worlced out to be Rs. 747 crores. 
(Refer Table-1.3). As against it, actual annual average imports 
worked out to be Rs. 1,224 crores. The increase in the volume 
of imports during the Third Plan was due to three factors. 
Firstly, rapid industrialisation necessitated larger imports of 
machinery, equipment, industrial raw material and technical 
know-how. Secondly, the defence needs had increased following 
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aggression by China and Pakistan. Finally, large quantity of 
foodgrains was imported, partly because it was easily available 
and partly because of the extensive failure of crops in 1965-66. 
Impact of Currency Devaluation: 
Persistent adverse balance of trade since 1951 and 
consequent adverse balance of payments, acute shortage of 
foreign exchange, extensive borrowing by India from foreign 
countries and international institutions like IMF to overcome 
balance of payments problems—all these factors induced India 
to devalue the rupee by 36.5 per cent in June, 1966. 
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TABLE-1.4 






























































Note: Figures are based on Director General of Commercial 
Intelligence and Statistics. 
Source: Reserve Bank of India Bulletin, December 1981 and 
other issues. 
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Devaluation was resorted to essentially (a) to reduce the 
volume of imports, (b) to boost exports, and (c) create a 
favourable balance of trade and balance of payments. Since 
devaluation was announced during a year of drought and the 
following year again happened to be a bad weather year as was 
also the year when the government announced its policy of 
liberalising imports incase of 59 industries, the immediate 
effect of devaluation was the further aggravation of the trade 
deficit. Although after devaluation of the rupee, exports 
increased during 1966-67 and 1967-68, but on account of 
relative inelasticity of imports, the import bill literally 
soared—Rs. 1,992 crores in 1966-67 and Rs. 2,043 crores in 
1967-68. As a consequence, the balance of trade situation 
worsened during 1966-67 and 1967-68. However, with a better 
crop during 1968-69, foodgrain imports declined. Moreover, 
devaluation also produced its healthy effect in stimulating 
exports. Consequently, balance of trade which was 
unfavourable to the tune of Rs. 788 crores during 1967-68 
declined significantly during the next three years. As a 
consequence of the polices of import restriction and reduction 
in foodgrain imports coupled with vigorous measures of export 
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promotion, during 1972-73, the country was able to have a 
favourable balance of trade for the first time since 
Independence. This was a healthy development but its impact 
was soon lost in 1973-74 because of several international 
factors which pushed up the prices of petroleum products, steel 
and non-ferrous metals, fertilizers and newsprint. Although the 
spurt in the prices of exports helped to boost them up to level 
of Rs. 2,523 crores, the kick given to imports was much 
stronger and they reached a high level of Rs. 2,955 crores. 
Consequently, deficit in the trade balance of the order of Rs. 
432 crores appeared again in 1973-74. In an overall sense, 
trade deficit during the Fourth Plant was of much lower 
magnitude as compared with the period of the Second Plan, 
Third Plant and the Annual Plans. 
Fifth Plan Period; (1974-1979): 
The hike in oil prices which started in October 1973 
seriously affected the pattern of trade throughout the world and 
India was no exception. 
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TABLE-1.5 





































Source: Reserve Bank of India Bulletin, December 1981. 
Table-1.5 shows how the value of imports during the 
Fifth Plan period reached very high levels—largely the result 
of a sharp increase in the cost of India's major imports viz. 
Petroleum, fertilisers and foodgrains. Simultaneously, there 
was a significant improvement in India's exports as they 
successively rose every year during the Fifth Plan period. The 
rise was so fast that by 1976-77, exports at Rs. 5.146 crores 
exceeded imports by Rs. 72 crores—balance of trade surplus 
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emerged for the second time since 1951. Exports of fish and 
fish preparations, coffee, tea, groundnuts, cotton fabrics and 
readymade garments and handicrafts recorded substantial 
increase in this period. 
Another interesting point of this period was that during 
1977-78 and in the next two years, the Janata Government 
followed a policy of haphazard import liberalisation at a time 
when export boom had almost petered out—the result was the 
re-emergence of the trade deficit from 1977-78 onwards. 
Sixth and Seventh Plan Period; (1980 onwards) 
With the last year of the Fifth Plan (1978-79), trade 
deficit started widening. On account of a further increase in the 
prices of petroleum products by OPEC the import bill shot up 
from Rs. 6,814 cores to Rs. 8,908 crores in 1979-80 and further 
to Rs. 12,524 crores in 1980-81 and to Rs. 13,608 crores in 
1981-82. Though exports too continued to rise, the value of 
exports fell much short of imports. The result was 
unprecedented trade deficits-from nearly Rs. 2,450 crores in 
1979-80 to Rs. 5,813 crores in 1980-81. It was this yawning 
deficit which forced the Government to approach the IMF in 
November, 1981 for a huge loan. 
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TABLE-1.6 









































































Source: Economic Survey (1991-92) and Reserve Bank of India 
Bulletin, March'1993. 
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The same situation continued in 1983-84 and the trade 
deficit further rose to about Rs. 5.891 crores. A review of the 
data of imports and exports reveals that despite the fact imports 
of POL declined from Rs. 5,267 crores in 1980-81 to Rs. 4,830 
crores in 1983-84, partly because international prices of oil 
showed a downward trend and partly because domestic 
production of crude was jacked up by ONGC, the trade deficit 
was of the order of Rs. 5,891 crores in 1983-84. This is 
explained by the fact that decline in POL imports was more 
than counterbalanced by a big hike in non-PL imports as a 
consequence of the policy of import liberalisation. The figures 
of 1984-85 indicate a further deterioration in the balance of 
trade and the trade deficit was of the order of Rs. 6,721 crores. 
The annual average imports during the Sixth Plan (1980-81 to 
1984-85) were of the order of Rs. 14,986 crores as against 
annual exports of the order of Rs. 9,051 crores. Consequently, 
a huge annual average trade deficit of the order of about Rs. 
5,935 crores was witnessed during the sixth plan. 
Data about the Seventh Plan period (1985-86 to 1989-90) 
reveal that on account of the policies of indiscriminate 
liberalisation being followed by the congress (I) government 
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and later endorsed by the Janata Dal Government, the average 
annual imports shot up to Rs. 28,874 crores, but exports 
averaged Rs. 18,033 crores. Thus an unprecedented annual 
average trade deficit of the order of Rs. 10,841 crores emerged. 
The huge trade deficit compelled the Government to approach 
the World Bank/IMF for an unprecedented loan of over $6.7 
billion. The Government was also forced to apply brakes on the 
licensing policy on import licenses. 
Changing Pattern of India's Foreign Trade (1989-90 and 
thereafter) 
During 1990-91, according to DGCI & S figures, there is 
no doubt that a push was given to our export effort and exports 
shot up to Rs. 32,558 crores indicating an increase of 17.7%, 
but as a consequence of the Gulf War, the Government failed to 
curb imports and they reached a record level of Rs. 43,193 
crores—an increased of 22.6 per cent. As a result of the sharp 
increase in imports, trade deficit shot upto a high figure of Rs. 
10,635 crores. 
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TABLE-1.7 
India's Trade Balance during 1989-90 to 1993-94. 

















































































































Source: Compiled and computed from the data provided in Reserve 
Bank of India Bulletin, March 1996 and Economic and 
Political Weekly July 18-24/25-31, 1998. 
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During 1991-92, exports in dollar terms showed a decline 
by 1.5% compared with 1990-91, from $18,145 million in 
1990-91 to $17,866 million in 1991-92. But import 
compression was much sharper by 19.4 per cent-from $24,073 
million in 1990-91 to $19,411 million in 1991-92. Despite the 
fact that the Government introduced a number of measures in 
the new trade policy allowing exim scrips, abolishing cash 
compensatory support (CCS) schemes as also a two-step 
devaluation of the rupee, but these measures failed to boost up 
exports. Even the growth in exports to the General Currency 
Area (GCA) rose by 6.34% during 199t92. However, exports to 
Rupee Payment Area (RPA) during 1991-92 declined by 42.5% 
in dollar terms. This was largely due to the difficult political 
situation in the erstwhile Soviet Union leading to its 
disintegration. Consequently, exports did not pick up but 
resulted in a decline. 
During 1992-93, exports rose by merely 3.7 per cent in 
dollar terms—from $17,866 million in 1991-92 to $18,537 
million in 1992-93, but as against them, imports increased by a 
much larger margin of 12.7 per cent-from $19,411 million in 
1991-92 to $21,882 million in 1992-93. Consequently, balance 
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of trade deficit which was of the order of $1,545 million in 
1991-92 rose to a high figure of $3,345 million in 1992-93. 
Several factors were responsible for the worsening trade 
deficit. Firstly, the import of oil rose by 13.6 per cent and 
peaked to $5,624 million in 1992-93. Secondly, with the 
removal of import compression measures, imports recovered 
and this also added to the import bill. On the export front, the 
exports to the General Currency Area (GCA) rose by 10.4 per 
cent in 1992-93. This was largely due to a response to the 
liberalised trade and exchange rate regimes. But exports to the 
Rupee Payment Area (RPA) declined by 62.2 per cent inJ992-
93 on top of a decline of 42.5 per cent in the previous year. 
This was due to the continuance of economic uncertainties in 
the former Soviet Union. This had an adverse effect on 
boosting exports. 
During 1993-94, the export promotion measures did lead 
to a rise of exports by 19.6 per cent—from $18,537 million in 
1992-93 to $22,238 million. This was welcome. On the import 
front, there has been an increase in imports by only 6.1 per 
cent—from $21,822 million in 1992-93 to $23,306 million 
inl993-94. This has resulted in reducing the balance of trade 
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deficit to $1,068 million in 1993-94, as against $3,345 million 
in 1992-93. 
It may, however, be noted that provisional estimates are 
based on DGCI & S data and do not take into account the 
defense imports. Consequently, when RBI figures based on 
actual shipment of bills would be available, the trade deficit 
would be still larger. To that extent, the trade deficit figures 
underestimate the trade gap. 
During 1994-95, exports shot up to $26,331 million as 
against $22,238 million in 1993-94, indicating an increase of 
18.4 per cent. On the other hand, imports increased at a much 
higher rate by 22.9 per cent. In absolute terms, imports during 
1994-95 touched $28,654 million as against $23,306 million in 
1993-94. This has resulted in an increase of balance of trade 
deficit from $1,086 million in 1993-94 to $2,323 million in 
1994-95. Although during 1995-96, exports increased to 
$31,797 million as compared to $26,331 million in 1994-95—a 
sharp increase of 20.9% in dollar terms, but the benefit of high 
export promotion was more than neutralised by the 
unprecedented increase in imports by 26.99/o during 1995-96— 
from $28,654 million in 1994-95 to $36,678 million in 1995-
Chapter One: India's Foreign Trade Policy {^ 0} 
96. But with a comfortable position of foreign exchange 
reserves, the country can afford this deficit in balance of trade. 
During 1996-97, export grew merely by 4.1 per cent i.e. 
from US$31,797 million in 1995-96 to $33,166 million in 
1996-97. There is no doubt that imports also slowed down and 
increased by just S.lper cent i.e. from $36,678 million to 
$38,548 million in 1996-97. Consequently, the trade deficit 
soared to a high figure of $5,442 billion in 1996-97, nearly 
equal to the level of $5,442 billion in 1996-97, nearly equal to 
the level of 1990-91 when a crisis in the balance of payments 
was precipitated. 
Taking the 6-year period (1992-93 to 1997-98), it may be 
stated that exports in dollar terms grew on an average growth 
rate of 13.1 per cent per annum and imports grew by 14.1 per 
cent per annum 
Another point which deserves serious attention is that in 
rupee terms, exports rose by 21.7 per annum (compound) 
during the 5 year period (1992-93 to 1997-98) and imports rose 
by 23.4% per annum. (Refer Table-1.7) But much of the export 
effort was frittered away in neutralizing the effect of the two-
step devaluation undertaken in 1991 and the rise of the value of 
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imports was also to a large extent the result of the devaluation 
of the Rupee. Obviously, devaluation is only a short-term 
measure—a palliative, it does not offer an enduring solution to 
our problem of continuing trade deficit. For this purpose, it 
would be more desirable to exercise a strong control on the rise 
of prices in India so that the Rupee in the international market 
does not become over valued again and thus necessitate another 
devaluation. The cure lies in making our economy grow at a 
faster rate so that inflation can be controlled effectively. This 
can help the export effort becoming really effective. 
Foreign trade has played a crucial role in India's 
economic development. During 1998-99, exports covered over 
9,300 commodities to about 220 countries while imports were 
from about 180 countries of over 8,250 commodities. Exports 
cover a wide range of items in the agricultural and industrial 
sectors as also handloom, cottage and handicraft articles. 
Project export which include consultancy, civil construction 
and turnkey contracts have also made a significant progress in 
the recent years. Computer software exports have also 
increased significantly. Imports have increased substantially, 
bulk of which comprise items like petroleum and petroleum 
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products, fertilizers, precious and semi-precious stones for 
export production and capital goods, raw materials, 
consumables and intermediates for industrial production and 
technological upgradation. 
Global Dimensions of Foreign Trade 
The total turnover of foreign trade (imports plus exports 
including re-exports) has been steadily rising since the 
beginning of the planning era in India. Value of trade increased from 
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Source: DGCI & S, Calcutta 
During 1999-2000 India's total exports amounted to Rs. 
1,62,924.92 crore as compared to Rs. 1,39,753.14 crore during 1998-
99, registering a growth of 16.6 per cent. In dollar terms the growth 
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rate was 13.2 per cent. At the same time, imports increased from Rs. 
1,78,331.85 crore in 1998-99 to Rs. 2,04,582.66 crore during 1999-
2000 thereby registering a growth of 14.7 per cent. In dollar terms 
imports increased by 11.4 per cent. In rupee terms the trade deficit in 
1999-2000 was Rs. 41,657.74 crore against Rs. 38,578.71 crore 
during 1998-99. 
The commercial offices attached to India play a vital role in the 
promotion of India's foreign trade and economic relations. The 
commercial representatives assist the Government in the formulation of 
its trade and economic policies through regular feed-back on market 
trends, trade promotion prospects and the general economic situation of 
the country to which they are accredited. To keep commercial 
representatives informed on the important economic policy 
developments, a "Newsletter" is brought out by the ministry. 
SOUTH-EAST ASIA 
During the year 1999-2000 India's trade with countries in 
ASEAN and East Asia region at US $ 9,032 million has registered a 
growth of 14 per cent as compared to the corresponding figures of US 
$ 7,955 million last year. India's exports during 1999-2000 which 
stand at US $ 2,732 million has registered a growth of 31 percent as 
against US $ 2,090 million during the corresponding period last year. 
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Similarly, India's imports at US$ 6,300 million in 1999-2000 has 
increased by 7% over the figures of US $ 5,865 million in 1998-99. 
The principal commodities for export to Australia, New Zealand, 
Myanmar, Thailand and Philippines include oil meals, gem and 
jewellery, electronic goods, cotton/fabrics, made-ups, machinery and 
instruments, primary and semi-finished iron and steel, drugs and 
pharmaceuticals, meat, etc. The major commodities imported from this 
region are coal/coke, briquettes, vegetable oils, electronic goods, 
organic chemicals, machinery except electrical machinery, wood and 
wood products, non-ferrous metals, raw wool, pulses, wheat, electrical 
machinery, etc. 
In consonance with India's 'Look East Policy' and her 
having become a full Dialogue Partner with ASEAN, ASEAN-
India working Group on Trade and Investment (ASEAN-India 
WGTI) was established under the aegis of the ASEAN-lndia 
Joint Cooperation Committee to give a major fillip to India's 
relationship with ASEAN in trade and investment which are 
major areas of focused cooperation with ASEAN. Its 3''' 
meeting was held on 21-22 March 2000 in New Delhi. 
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West Asia And North Africa 
During 1998-99,w-ports to West Asian and North African 
(WANA) countries were US $ 4.19 billion and imports were US $ 
7.74 billion. During the first ten months of 1999-2000, exports to 
this region amounted to US $ 3.69 billion and imports to this region 
amounted to US$ 7.71 billion. The balance of trade is not in favour 
of India because of import of large quantities of crude oil from this 
region. This region is also an important source of supply of some 
important agricultural and industrial inputs required in India, viz., 
fertilizers, rock phosphate, etc. It holds considerable promise for the 
growth of India's exports, particularly in processed foods, drugs and 
pharmaceuticals and gems and jewellery sectors. India has trade 
agreements with Egypt, Iraq, Iran, Afghanistan, Jordan, Kuwait, 
Libya, Algeria, Yemen, Israel, Saudi Arabia, Bahrain, Sudan, 
Morocco, Syria and Tunisia. India is also having joint commissions 
with some of these countries for devising measures for improving 
and diversifying trade flows. 
CIS Countries And Baltic States: 
This region comprises of 15 countries namely Russia, 
Ukraine, Armenia, Azerbaijan, Georgia, Belarus, Moldova, 
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Kazakhstan, Kyrgyztan, Uzbekista, Tajikistan and 
Turkmenistan are known as Central Asian Republics and 
Lativa, Lithunia and Estonia are known as Baltic States. 
India's trade with erstwhile Soviet Union in 1990-91 was 
Rs. 7,803 crore while in 1998-99 the total trade between India 
and the countries of this region was Rs. 6,403.26 crore. In the 
year 1999-2000 (April-December) the total trade stands Rs. 
6,301.33 crore. Indo-Russian bilateral trade accounts for about 
90 per cent of India's total trade with countries of this region. 
Africa 
India has taken several measures to increase bilateral 
cooperation and joint ventures with sub-Saharan African 
countries. Trade agreements have been signed with 21 
countries, namely, Burkina Faso, Ethiopia, Ghana, Angola, 
Cameroon, Ivory Coast, Kenya, Liberia, Mozambique, Namibia, 
Nigeria, Rwanda, Senegal, South Africa, Uganda, Zambia, 
Zaire, Zimbabwe, Seychelles, Tanzania and Mauritius. Almost 
all these agreements provide for constitution of bilateral trade 
committee for periodical review of trade and co-operation. 
India has a total of 77 joint ventures in sub-Saharan Africa. 
Major items of exports from India are cotton yarn, fabrics, 
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drugs, pharmaceuticals and fine chemicals, machinery and 
instruments, readymade garments, transport equipments, rice, 
primary and semi-finished iron and steel, consultancy services, 
chemicals and allied products, etc. 
North America: 
The United States is India's largest single trading partner. In 
1998-99, exports to the US were of the order of Rs. 30,841.56 
crore and imports from the US were of the order of about Rs. 
15,319.25 crore. During April-January 1999-2000, India's 
exports to USA at Rs. 29,619.41 crore have registered a growth 
of more than 19 per cent; whereas the imports from USA at Rs. 
13,523.30 crore have registered a growth of more than 8 per 
cent, over the corresponding period of previous year. The 
dollar value of the two-way trade has been increasing since 
1991-92. India's major exports to US include gems and 
jewellery, RMG cotton including accessories, cotton yarn, 
fabrics, handicrafts (excluding handmade carpets), 
manufactures of metals, cashew, carpet handmade, RMG man-
made fibres, primary and semi-finished iron and steel, marine 
products, drugs-pharmaceuticals &. fine chemicals machinery 
and instruments, etc. Major imports from US include fertilizers 
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manufactured, electronics goods, machinery except electric & 
electronic, organic chemicals, pearls, precious and semi-
precious stones, project goods and professional instruments, 
etc. 
Indian trade with Canada is very modest. During 1998-99, 
exports to Canada were of the order of around Rs. 2,005.70 
crore and imports were of the order of Rs. 1,559.88 crore. 
During April-January 1999-2000, India's export to Canada at 
Rs. 2044.17 crore have registered a growth of more than 28 per 
cent while imports from Canada at Rs. 1,271.48 crore have 
registered a decline of 6.76 per cent over the corresponding 
period of the previous year. The major items of exports include 
RMG cotton including accessories, cotton yarn, fabrics, 
primary and semi-finished iron and steel, gem and jewellery, 
drugs, pharmaceuticals and fine chemicals, spices, manufacture 
of metals, etc., while imports include news print, pulp and 
waste paper, vegetable oils fixed (edible), fertilizers 
manufactured, other crude minerals, electronic goods and non-
ferrous metals, pulses, etc. 
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South America 
India's exports to South America and Caribbean region 
were of the order of US $ 749.02 million and India's imports 
from this region were of the order of US $ 677.56 million 
during 1998-99. During April-December, 1999-2000, India's 
exports to this region at US $ 517.03 million have registered a 
growth of 10.53 per cent and the imports from the region at US 
$ 618.48 million have registered a growth of about 18.60 per 
cent, over the corresponding period of the previous year. 
Despite various constraints, India's exports to the region have 
shown a healthy rate of growth in the recent years. This is 
largely the result of trade and industry responding to the 
lowering of tariffs and non tariff barriers in manyftf • the Latin 
American countries and special thrust of the Government 
through the FOCUS:LAC Programme to enhance trade with this 
region. Argentina, Brazil, Chile, Peru, Mexico, Panama, 
Colombia, Venezuela and Uruguay are India's major export 
markets in the region. Exports to the region include textiles and 
readymade garments, drugs and pharmaceuticals, engineering 
goods such as bicycles and components thereof, two-wheelers, 
automotive components, diesel engines, hand-tools, leather and 
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leather manufactures, dyes, intermediates, etc. Our imports 
from the region include crude minerals, iron and steel and their 
products, non-ferrous metals, metaliferrous ores, vegetables 
oils, pulp and paper waste, raw wool, etc. 
West Europe 
West Europe is the major trading partner accounting for 
about 28 per cent of India's total exports and 29 per cent of 
imports in 1^99-2000. It comprises countries in the European 
Union (Belgium, Denmark, France, Germany, Greece, Ireland, 
Italy, Luxemburg, Netherlands, UK, Spain, Portugal, Austria, 
Finland and Sweden), European Free Trade Association (EFTA) 
countries (Norway, Switzerland, Iceland and Liechtenstein) in 
addition to Turkey, Malta and Cyprus. Turkey has since joined 
the customs union of the European Union (EU). A major part of 
India's total exports to West European region is accounted for 
by just eight countries viz., Germany, UK, Belgium, Italy, 
France, Netherlands, Spain and Switzerland. Hence, most of 
the markets in this region are relatively unexplored. The main 
items of export to West Europe comprise textiles, yarn fabrics, 
engineering goods, software, besides agricultural and marine 
products. Imports from the region are generally manufactured 
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products, especially plant and machinery, chemicals, steel and 
transport equipment. During 1999-2000, EU countries 
accounted for nearly 25 per cent of exports and 22 per cent of 
imports of India's global trade. While efforts are being made to 
expand India's trade with EU member countries there are 
certain hurdles posed by EU in the shape of anti-dumping/anti-
subsidy investigations leading to imposition of countervailing 
duties and other trade barriers put in place, obstructing market 
access. 
Central And East European Countries 
India has traditionally enjoyed close and multi-faceted 
relations with most of the countries of Central and Eastern 
Europe. However, the transition from centrally planned, 
socialist economies to market-oriented economies, collapse of 
old trading arrangements, severe liquidity constraints in these 
countries, fragmentation of retail markets, high interest rates 
which discourage long distance trading on L/c basis, an 
increase in demand for sophisticated packaging and quality 
goods, competition from other countries/regions like, China, 
Turkey and European Union and image problems of Indian 
goods, were responsible for decline in bilateral trade between 
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India and Eastern and Central European countries. The total 
trade which was around US $ 776.73 million during 1990^1 
decreased to US $ 400.89 million in 1998-99. The exports from 
India to the Central and Eastern European countries has also 
declined from US $ 222.20 million in 1998-99 to US $ 152 
million during 1999-2000. 
^ i n t Ventures 
Proposals from Indian companies for overseas direct 
investment in joint ventures and wholly owned subsidiaries are 
being considered in the Reserve Bank of India Central Office, 
Mumbai. The investment approved by the RBI are well 
diversified in terms of their destination countries. Approvals 
have been given to set up a large number of trading concerns 
meant for promoting India's exports in the field of textiles and 
garments, besides marine products, leather and electrical 
goods. In the manufacturing sector approvals have been given 
for different sectors such as iron and steel, drugs and 
pharmaceuticals, yarn and textiles, garments, cement and sugar. 
A number of approvals have been given for setting up units in 
the field of computer software. 
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Role of Public Sector Agencies in Promotion of Foreign 
Trade: 
The Minerals and Metals Trading Corporation of India 
Limited (MMTC), established in 1963, occupies a prominent 
position in India's foreign trade. Export of iron, manganese and 
chrome ores, and among finished fertilizers, only import of 
urea is canalised. It countries to be the largest non-oil importer 
of the country and has made considerable headway in 
increasing its imports. It has also emerged as the largest 
bullion trader in the sub-continent, importing and selling the 
largest quantity of gold and silver. 
The Mica Trading Corporation of India Limited (MITCO) 
was incorporated in 1973 as a wholly owned subsidiary of 
MMTC to look after the business of mica exclusively. Due to 
the steady decline in turnover which had turned negative, BIFR 
ordered merger of MITCO with MMTC from 1 April 1995. 
State Trading Corporation of India Limited is a premier 
international trading company owned by the Government of 
India. Set up in 1956, it undertakes export, import and 
domestic trade in a number of items in competition with the 
private trade and industry. It also imports many mass 
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consumption items entrusted to it by the Government of India 
in view of domestic shortages. Its turnover is estimated at Rs. 
1,339 crore in 1999-2000 and net worth as on 31 March 2000 is 
Rs. 467 crore. 
Project and Equipment Corporation of India Limited 
(PEC) is a public sector enterprise under the Ministry of 
Commerce. From being a canalising agency for the export of 
Railway Rolling Stock, PEC has established itself as a leading 
exporter of semi-turnkey projects and engineering equipment. 
More recently, it has also diversified itself into other trading 
activities such as third-country trade, commodity exports and 
imports of raw material to support export activities of associate 
manufacturers. PEP's turnover during 1999-2000 is Rs. 1,200 
crore (provisionally). 
Export Credit Guarantee Corporation Limited was 
originally set up as Export Risk Insurance Corporation in July 
1957. It was transformed into Export Credit and Guarantee 
Limited in 1964. In December 1983, it was renamed as Export 
Credit Guarantee Corporation of India Limited. The primary 
objective of the Corporation is to promote exports from India 
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by providing export credit insurance and guarantee facilities to 
the Indian exporters and commercial banks. 
Spices Trading Corporation Limited, formerly known as 
Cardamom Trading Corporation Limited was incorporated 
under the Companies Act, 1956 in October 1982, but the actual 
trading activities commenced from September 1983. The main 
objectives of the Corporation are: to carry on domestic and 
international trade in spices and its products; to process and 
cure spices and manufacture its products; to support, project, 
maintain, increase and promote the production of its products 
and to promote research and development of spices and its 
^ * ^ - ' - ^«/> 
products. *r >"• 
^( ACT. Ni- - > - j 
Autonomous Bodies **^.^{ "" J c l 3 0 - ' l S ' V 
There are a number of autonomous bodies under the 
Ministry of Commerce connected with the development of 
exports and export promotion activities. 
There are five statutory Commodity Boards responsible 
for the production, development and export of tea, coffee, 
rubber, spices and tobacco. Export Inspection Council, Delhi a 
statutory body, is responsible for enforcement of quality 
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control and compulsory pre-shipment inspection of various 
exportable commodities. 
Indian Institute of Foreign Trade, New Delhi, a registered 
body, is engaged in training of personnel in modern techniques 
of international trade; organisation of research in problems of 
foreign trade; organisation of marketing research, area surveys, 
commodity surveys, and dissemination of information arising 
from its activities relating to research and market studies. 
Indian Institute of Packaging, Mumbai, a registered body 
set up on 14 May 1966, undertakes research on raw materials 
for packaging industries, organises training programmes on 
packaging industries, organises training programmes on 
packaging technologies and stimulates consciousness on the 
need for good packing, etc. 
There are at present 20 export promotion councils, out of 
which 11 are under the Ministry of Commerce. They are non-
profit organisations registered under the Companies 
Act/Society Registration Act. They promote and develop the 
exports of the country. Each council is responsible for the 
promotion of a particular group of products, projects and 
services. 
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Agricultural and Processed Food Products Export 
Development Authority (APEDA), which came into existence 
in 1986, acts as focal point for agricultural exports and 
concentrates on marketing of processed foods in value-added 
form. It also introduces effective quality-control measures. 
Marine Product Export Development Authority, Cochin, a 
statutory body set up. in August 1972, is responsible for the 
development of marine products industry with special reference 
to exports. 
Federation of India Export Organisation, New Delhi is an 
apex body of primary servicing agency to provide integrated 
assistance to the Government recognised export houses and as a 
central coordinating agency in respect of export promotional 
efforts in the field of consultancy services in the country. 
Indian Councils of Arbitration, New Delhi set up under 
the Societies Registration Act, promotes arbitration as a means 
of settling commercial disputes and popularising arbitration 
among traders, particularly those engaged in the international 
trade. 
Trade Development Authority (TDA) has been merged 
with the Trade Fair Authority of India (TFAI) to form a new 
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organisation under the name of Indian Trade Promotion 
Organisation (ITPO) in January 1992. Tiie main objectives of 
the Organisation are to develop and promote exports, imports 
and upgradation of technology through the medium of fairs to 
be held in India and abroad, to undertake publicity through the 
print and electronic media, to assist Indian companies in meets, 
contact promotion programmes and integrated marketing 
programmes for specific products in specific markets. 
National Centre for Trade Information (NCTI), a 
specialised organisation utilizing modern methods of storage 
and collection of trade data was set up in March 1995. The 
objectives of this organisation are to establish linkages with 
export promotion bodies and collection, value-addition and 
dissemination of trade data among interested parties. It 
interacts with Indian missions abroad and overseas trade 
information bodies. It is the focal trade point of India and 
promotes international trade through E-Commerce. 
Export Promotion: 
India's trade policy was primarily aimed at regulating 
imports having regard to the nascent stage of the country's 
development and the need to encourage domestic production 
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through import-substitution measures. However, with the onset 
of liberalization, the importance of globalization through trade 
and making exports the engine of growth of the economy has 
been recognized. 
Export-promotion is now a continuous and sustained 
effort. Specific steps in this direction have been taken resulting 
in significant achievements. Trade Policy reforms like 
specification and streamlining of procedures have created a fair 
environment of trade, strengthened export production base and 
removed procedural irritants; imports are being gradually 
liberalized to facilitate flow of raw materials and inputs of the 
exports sector and as a part of our commitment to World Trade 
Organization (WTO). India is a founder member of WTO. The 
regional bilateral initiatives include a comprehensive 
agreement with European Commission, Indo-US Commercial 
Alliance, and operationalization of SAARC Preferential 
Trading Arrangements (SAPTA), Bangkok Agreement and 
efforts to promote an Indian Ocean Rim Bloc. 
A Free Trade Agreement (FTA) signed between India and 
Sri Lanka in 1998 became operational early this year. 
Bangladesh-India-Myanmar-Sri Lanka-Thailand-Economic 
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Cooperation (BIMST-EC) is also gaining momentum. In its 
meeting held in April 2000 in New Delhi, it was decided to 
establish a clear work programme to implement the shared 
vision for a Free Trade Agreement in the BIMST-EC Region. 
Import Policy 
Capital goods, raw materials, intermediate components, 
consumables, spare parts, accessories, instruments and other 
goods which are importable without any restriction may be 
imported by any person. However, if such imports require 
licences, the actual user alone may import such goods unless to 
actual user condition is specifically dispensed with by the 
licensing authorities. Second-hand capital goods of less than 10 
years old may be allowed to be imported without obtaining any 
licence on surrender of SIL. 
Export Import Bank Of India (EXIM): 
The Export-Import bank of India was set up by an Act of 
Parliament on January 1, 1982 and started functioning from 
March 1, 1982. The exim bank has been entangled to function 
as the principle financial institution for promoting exports and 
coordinating the networking of other institution engaged in 
financing foreign trade. The bank has authorised capital of Rs. 
Chapter One: India's Foreign Trade Policy {61} 
200 crore, which can be increased to Rs. 500 crore, which can 
be increased to Rs. 500 crore. It 's initial paid up capital 
amounted to Rs. 50 crore which has been raised to Rs. 147.50 
crore fully subscribed by the Government of India. 
The main focuses of EXIM Bank's operations is on export 
credits for medium term and long term exports, when ever a 
buyer of exported goods, services from India is followed for 
deferred payment, an export credit arises. 
It was classified that goods in Group A which is eligible 
for term is eligible for credit up to a maximum of 2 years. Such 
credit may be in the form of suppliers credits or buyers credit 
supplier credit arises when an exporter extended credit to the 
overseas buyers and finance himself through EXIM Bank. The 
deferred report takes the forms of buyers credit. Exim bank 
operates three (1) Loan (II) Re Discounting and (III) 
Guarantees. 
The credit is needed at each step of operation in export 
trade whether at pre-shipment or post-shipment stages and 
there are various ways of obtaining these credit facilities from 
the commercial bank or export credit agencies specially set up 
for the purpose. These finances are in the form of loan, 
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overdraft, cash credit, rediscounting of bills and insurance 
cover for various risk involved. The govt, of India has taken 
every possible steps to cater the credit needs of exporters either 
in the form of buyer or supplier credit. 
The Exim Bank also discharges duties of coordinating the 
activities of various financial institution, providing, finances 
for export and import for goods and services. Besides India, 
this bank also manages finances of third world countries for 
export and import of goods and services. On March 31, 1994 
the paid up capital of bank was Rs. 336 crore. While its 
authorised capital was Rs. 500 crore. 
Reserve Bank Of India(RBI) And Foreign Trade: 
The Reserve Bank of India performs several important 
functions, some of which are as follows: 
(l)It sanctions loans to the schedule banks against the security 
of bills of exchange drawn in the course of foreign trade. 
(2)It exercises control over foreign exchange so that it could be 
made available to meet the genuine needs of foreign trade. 
(3)It maintains the external value of the rupee. RBI play an 
importi^role in maintaining the stability of exchange value of 
the rupee and acts as an agent of the Govt., in respect of 
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India's membership of International Monetary Fund (IMF). 
The RBI also performs developmental and promotional 
functions. These apart, the Reserve Bank of India also 
handles the borrowings programme of the Govt, of India 
Industrial Development Bank of India and Foreign Trade: 
The Industrial Development Bank of India was 
established in July 1964, with the passing of a bill into law of 
the Public Financial Institutions (Amendment) Act 1975, the 
IDBI has now been made the apex financial institution to aid 
and control functions of other financial institution. 
In the field of foreign trade IDBI provides direct loans to 
the export oriented industrial units and bonafide exporters. It 
also grants refinance against export credit provided by the 
schedule Bank. 
WTO and India's foreign trade: 
The main function of the WTO is to administer and 
facilitate the implementation of the result negotiations, to 
administer the trade dispute settlement procedures, to review 
national trade policies and to cooperate with other international 
institutions, in particular the IMF and World Bank, in order to 
achieve greater coherence in global economic policy making. 
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The WTO aims to encourage development and economic 
reform among the increasing member of developing countries 
with economies in transaction participating in the international 
trading system. 
During April, 1998, the Trade Policy Review Body 
(TPRB) of the World Trade Organization (WTO) under took 
evaluation of India's trade policy. 
The last judgement of India's trade policy by the apex 
body on world trade was in 1993. However, with the agreement 
of the General Agreement on Tariff and Trade (GATT), by the 
WTO over and above the conventional areas of trade policy the 
recent review by the TPRB also include the "new areas" of 
service trade and trade related aspects of intellectual puppetry 
rights. 
The TPRB has mentioned sharp tariff reductions under 
taken by India between 1993-94 and 1997-98. The simple 
average of all tariff rates has been 71 per cent in 1993-94 to 35 
per cent in 1997-98. During the same time, average tariff on 
import of manufactures was come down from 73 per cent to 36 
per cent. The applied rate and the high tariff for agriculture 
imports during 1997-98 were at 26 per cent and 45 per cent 
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respectively. The overall import weighted average tariff has 
come down from 87 per cent in 1990-91 to 20 per cent in 1997-
98, even after taking into account the short time duty of 5 per 
cent. 
The TPRB noted that since the last review, India had 
done significant progress in the reduction of non-tariff 
barrriers as well. During the time of current review the list of 
freely importableapods and goods under SIL covered about 68 
per cent and 10 per cent respectively of the total tariff lines. 
Between 1995-96 and 1997-98, India has progress the coverage 
of SIL by about one third. The country has proposed a six year 
phase out programme for shifting the remaining restricted 
goods to the freely importable category. The part of imports on 
which state trading corporations have same monopoly has also 
been reduced from 27 per cent during the term of the last 
decade to 19 per cent in 1997-98. 
The TPRB felt that the process of liberalisation of India's 
trade policy has not made progress in certain directions. The 
focus of India trade reforms is an export orientation rather than 
a more general out ward orientations. Some member of TPRB 
pointed out that many exporters in India are entitled to SIL. 
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Since these licenses are freely transferable and fetch a premium 
in the market they suggest that the facility may be perceived as 
an export subsidy. 
By virtue of its WTO membership, India automatically 
avail of Most Favoured Nations (MFN) and National Treatment 
from all WTO members for its exports and participation in this 
increasingly rule based system is aimed towards ensuring more 
stability and predictability in the govt, of international trade. 
As a member of the WTO, India has bound about 67 per 
cent of its tariff where as prior to the Uruguay Round only 6 
per cent of the tariff were bound for non-agricultural goods, 
with a few exception ceiling binding of 40 per cent at 
advaloram in finished and 25 per cent an goods, machinery, and 
equipment have been undertaking. In textiles, where reduction 
will be achieved over a period of 10 years, India has reserved 
the right to revert duty levels prevailing in 1990. Under the 
agreement in agriculture, except for a few items, India bound 
rates range from 100 to 300 per cent and no commitments have 
been made regarding access, reduction of subsidies or tariff. 
India's legislation on custom valuations, the custom 
valuation rates, 1998, has been amended to bring it into 
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conformity with the provisions of the WTO agreement on 
implementation of Article VII of GATT 1994 and the Custom 
Valuation Agreement. 
Quantitative Restriction (QRs) on import are currently 
being maintained on balance of payment grounds or around 
2300 tariff lines at the eight digit level. 
The General Agreement on Trade in Service (GATS) has a 
"positive list" approach thereby allowing WTO's member to 
take an obligation in the sector of there choices India has made 
commitment in 33 activities, as compared to an average of 23 
activities for developing countries. 
India's economic liberalization, as a matter of fact has 
brought about a revolution in the area of trade and investment. 
The policy packages introduced under economic liberalization 
with regard to trade and investment are mainly purported to 
integrate the India economy with the global economy. 
India's Foreign Trade Policy: 
The period after 1991 has been marked by a substantial 
liberalization of the trade policy. While some liberalization 
measures were the result of the conviction among government 
circles that they were necessary to make exports competitive in 
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the international market, some were undertaken under the 
pressure of the international agencies, as a part of the 
stabilization and structural adjustment programme. Moreover, 
with India joining the WTO (Word Trade Organization) in 
1995 as a founder member, it is under an obligation to strike 
down all quantitative restrictions on imports and reduce import 
tariffs so as to 'open up' the economy to world trade and the 
forces of globalization. The main features of the new trade 
policy as it has evolved over the years since 1991 are as 
follows: 
Freer Imports and Exports: 
In the pre-reform period, India's trade policy regime was 
complex and cumbersome. There were different categories of 
importers, different types of import licences, alternate ways of 
importing etc. The importers were broadly grouped into three 
categories: (i) Actual Users for Industrial Products and Non-
industrial Products, (ii) Exporters, and (iii) Others. As far as 
licenses are concerned, they were categorized as (i) Open 
General Licence (OGL), (ii) Automatic Licence, (iii) 
Supplementary Import Licence, and (iv) Import through 
government-owned canalised agencies. In the post-reform 
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period, the coverage of OGL has been enhanced and the 
restricted list too has been cut drastically. The tariff line wise 
import policy was first announced on March 31, 1996 and at 
the time itself 6,161 tariff lines were made free. Another 1,905 
tariff lines were made free till March 2000 taking the total to 
8,066. Quantitative restrictions in respect of 1,429 tariff lines 
remained till that date. The annual Exim Policy 2000-01 
announced on March 31,2000 removed quantitative restrictions 
on 714 items with effect from April 1,2000. Quantitative 
restrictions on the remaining 715 items will also go by April 1, 
2001-the date by which India has to implement the rulings and 
recommendations of the Dispute Settlement Body of the WTO 
to remove existing quantitative restrictions. 
Rationalization of Tariff Structure: 
In its Final Report published in January 1993. Chelliah 
Committee had advocated drastic reductions in import duties. 
The committee expressed the opinion that the rupee had 
depreciated considerably in the eighties and the early nineties, 
pushing up the level of protection to Indian industries 
considerably. For instance, the committee pointed out that in 
the seven year period 1985-86 to 1992-93, the real exchange 
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rate of the rupee has depreciated by 57.45 per cent. This had 
pushed up the cost of the imports considerably leading to very 
high levels of protection to the Indian industry. The 
Committee, therefore, recommended that the prevailing import 
duties be rationalised and drastically lowered by 1998-99 so 
that parity in prices of goods produced domestically and 
internationally can be established. Acting on the 
recommendations of the Committee, the Finance Minister 
announced substantial cuts in import duties in the 1993-94, the 
1994-95 and the 1995-96 Budgets. The 1993-94 Budget reduced 
the maximum rate of duty on all goods from 110 per cent to 85 
per cent except for a few items including passenger luggage 
and alcoholic beverages. The 1994-95 Budget further brought 
down the maximum rate of duty from 85 per cent to 65 per 
cent. This was brought down to 50 per cent in the 1995-96. 
Budget and further to 40 per cent in the 1998-^9 Budget. The 
2000-01 Budget reduced the peak rate of basic customs duty to 
35 per cent. Thus there are now only four customs duty rates of 
35 per cent, 25 per cent, 15 per cent and 5 per cent. However, a 
surcharge of 10 per cent has been levied due to revenue 
considerations. 
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Decanalization: 
A large number of exports and imports used to be 
canalised through the public sector agencies in India, the 
supplementary trade policy announced on August 13, 1991 
reviewed these canalised items and decanalised 16 export items 
and 20 import items. The 1992-97 policy decanalised' imports 
of a number of items including newsprint, non-ferrous metals, 
natural rubber, intermediates and raw materials for fertilisers. 
However, 8 items (petroleum products, fertilisers, edible oils, 
cereals, etc.) were to remain canalised. It has been estimated 
that, in value terms, the proportion of canalised items in total 
imports declined from 27 per cent to 19 per cent between 
1988-89 and 1998-99.' 
Liberalizing Exchange Rate Regime: 
The exchange rate policy in India has evolved from the 
rupee being pegged to a market related system (since March 
1993). The exchange rate is largely determined by the market, 
i.e., demand and supply conditions. "The objective of exchange 
rate management has been to ensure that the external value of 
the rupee is realistic and credible as evidenced by a sustainable 
current account deficit and manageable foreign exchange 
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situation. Subject to this predominant objective, the exchange 
rate policy is guided by the need to reduce excess volatility, 
prevent the emergence of destabilizing speculative activities, 
help maintain adequate level of reserves, and develop an 
orderly foreign exchange market". 
Prior to the devaluation of 1966, one US dollar was equal 
to Rs. 4.76 (this was the rate during 1961-65). After the 
devaluation in 1966, one U.S. dollar became equal to Rs. 7.50. 1 
The system of fixex exchange rates (also known as the Bretton 
Woods System) was abandoned by most countries in 1973. The 
Government of India also abandoned it and pegged Indian 
rupee to a basket of currencies of the countries which are her 
major trading partners. Under this floating exchange rate 
system, the rupee started to slide against the dollar and other 
major currencies of the OECD countries. By the end of 1990, 
one US dollar had become equal to Rs. 18.07. The rate, Rs. per 
SDR, was 7.58 in 1970 and reached Rs. 25.71 by the end of 
1990. The Government devalued the rupee in early July, 1991 
which led to a depreciation in the value of the rupee against the 
five major international currencies by roughly 22 per cent. 
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i. Partial convertibility of rupee: The Finance Minister 
announced the liberalized exchange rate mechanism 
system (LERMS) in the Budget for 1992-93. This system 
introduced partial convertibility of rupee. Under this 
system a dual exchange rate was fixed under which 40 per 
cent of foreign exchange earnings were to be surrendered 
at the official exchange rate while the remaining 60 per 
cent were to be converted at a market determined rate. 
The foreign exchange surrendered at official rate was to 
be used for the import of essential items (like crude oil, 
petroleum products, fertilisers, life saving drugs, etc.) 
and the foreign exchange converted at the market rate was 
to be used to finance all other imports. Since the official 
exhange rate was lower than the market rate, this system 
meant taxing the exporters to subsidize the government's 
bulk imports. The implicit export tax was between 8-12 
per cent and was highly resented by exporters. 
ii. Full convertibility on trade account: The 1993-94 
Budget introduced full convertibility of the rupee on 
trade account. As a result, the dual exchange rate 
system was dispensed with and a unified exchange 
Chapter One: India's Foreign Trade Policy {74} 
rate system introduced. Under the unified exciiange 
rate regime, the 60-40 ratio was extended to 100 per 
cent conversion. The 100 per cent conversion was 
extended for (i) almost the entire merchandise trade 
transactions (i.e. export and import of goods); and 
(ii) all receipts, whether on current or capital 
account of balance of payments (BOP), but not all 
payments. Side by side, the official RBI rate also 
stayed on for the conversion of items not permitted 
under the unified market rate i.e., more than half a 
dozen of invisible items of current account as well 
as capital account. In addition, various exchange 
control norms of the Reserve Bank remained in 
operation all along, albeit with some relaxation of 
provisions. 
iii. Full convertibility on current account: Current 
account convertibility is defined as the freedom to 
buy or sell foreign exchange for the following 
international transactions: (I) all payments due in 
connection with foreign trade, current business, 
including services, and normal short term banking 
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and credit facilities; (ii) payments due as interest on 
loans and as net income from other investments; 
(iii) payments of moderate amount of amortization 
of loans or for depreciation of direct investments: 
and (iv) moderate remittances for family living 
expenses. In February 1994, the Reserve Bank 
undertook several steps towards achieving such 
convertibility when it announced relaxation in 
payment restrictions for a number of invisible 
transactions and liberalization of exchange control 
regulations upto a specified limit relating to (a) 
Exchange Earners' Foreign Currency (EEFC) 
Accounts; (b) basic travel quota; (c) studies abroad; 
(d) gift remittances; (e) donations; and (f) payments 
of certain services rendered by foreign parties. 
India achieved full convertibility on current account on 
August 19,1994 when the Reserve Bank further liberalized 
invisible payments and accepted obligations under Article VIII 
of the IMF, under which India is committed to foresake the use 
of exchange restrictions on current international transactions as 
an instrument in managing the balance of payments. Many 
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other relaxations of restrictions on current transactions were 
announced in 1995-96, 1996-97 and 1998-99. These include 
major relaxations in exchange control; more liberal indicative 
ceilings for release of foreign exchange by authorized dealers 
(ADs) for basic travel quota, studies abroad, medical expenses, 
casual (gift) remittances, donations, release of exchange for 
persons proceeding on employment abroad; greater flexibility 
in the Exchange Earner Foreign Currency (EEFC) accounts held 
by exporters; greater flexibility for remittances for purchase of 
foreign services by residents, etc. 
After the country moved to a single market-determined 
exchange rate system in March 1993, the rupee exhibited good 
stability and for over two years after March 1993, the rupee-
dollar exchange rate remained steady at about Rs. 31.6. 
However, the exchange rate of the rupee vis-a-vis the dollar 
depreciated from the monthly average of Rs. 31.6 in August 
1995 to Rs. 36. In February 1996. Reserve Bank's effective 
intervention helped in restoring stability and the exchange rate 
of the rupee per US dollar recovered to Rs. 34.2 in April 1996. 
After reasonable stability lasting for a period of about eighteen 
months, the Indian rupee, in August 1997, experienced a mild 
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attack of contagion emanating from currency turmoil in East 
Asia. Beginning in the second week of November 1997, the 
exchange rate of the rupee against the dollar came under 
renewed downward pressure. The rupee depreciated to a low of 
Rs. 40.36 per dollar by January 16,1998, but recovered to Rs. 
39.49 on March 10,1998. Since September 1998, the rupee 
displayed reasonable stability upto end March 1999. From 
April onwards, the exchange rate had been reacting to the 
uncertainty linked to political developments, followed by the 
Kargil episode. Against this backdrop, by end September 1999, 
the rate had reached Rs. 43.60 per dollar compared with Rs. 
42.51 per dollar on April 6, 1999. However, since October 
1999, the exchange rate has displayed reasonable stability and 
at the end of January 2000, the rate was Rs. 43.64 per US 
dollar.^ 
The nominal effective exchange rate of rupee (NEER), 
which is a weighted average of exchange rates vis-a-vis the 
currencies of major trading partners, showed a depreciation of 
23.7 per cent in 1998-99 in nominal terms since 1993-94 (the 5 
country index of NEER with base 1995 = 100 was 110.21 in 
1993-94 and 84.04 in 1998-99). .^ 'o^^e^*^-^te^Xflot ion in 
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India being higher than in the major industrial countries, the 
real effective exchange rate of rupee (REER) appreciated by 
10.1 per cent in 1997-98 over 1993-94 (the 5 country index of 
REER with base 1995=100 was 105.19 in 1997-98 and 95.51 in 
1993-94). This adversely affected the competitiveness of 
India's exports in the world markets. In May 1998, REER stood 
at 103.31 and thereafter it started declining. In December 1998 
it stood at 98,84 thereby slightly correcting for the appreciation 
in the real effective exchange rate of rupee. Curing the first 
nine months of 1999-2000, the NEER and REER were 
relatively stable. The NEER was 82.97 in April 1999 (Base 
1995=100) and 80.29 in December 1999. The REER was 101.30 
in April 1999 (Base 1995 = 100) and 98.55 in December 1999. 
Trading House: 
The 1991 policy allowed export houses and trading 
houses to import a wide range of items. The Government also 
permitted the setting up of trading houses with 51 per cent 
foreign equity for the purpose of promoting exports. Under the 
1992-97 trade policy, export houses and trading houses were 
provided the benefit of self certification under the advance 
license system, which permits duty free imports for exports. 
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The 1994-95 policy introduced a new category of trading 
houses to be called Super Star Trading Houses. To attain the 
status of a Super Star Trading House, an exporter must have 
registered an average FOB value of exports of Rs. 925 crore 
during the preceding three years or Rs. 1,387.50 crore during 
the preceding year. On the basis of NFE criterion, an exporter 
must have registered an average net foreign exchange (NFE) 
value of exports of Rs. 740 crore during the preceding three 
years or Rs. 1,100 crore during the preceding year. These 
houses will be entitled to membership of apex consultative 
bodies concerned with trade policy and promotion, 
representation in important business delegations, special 
permission for overseas trading and special import licences at 
enhanced rate. 
EOU/EPZ/EHTP/STP: 
The units undertaking to export their entire production of 
goods may be set up at export Processing Zones (EPZs), 
Electronic Hardware Technology Park (EHTP). Software 
Technology Park (STP) and Export-Oriented Units (EOUs). 
EPZs are special enclaves, separated from the Domestic Tariff 
Area (DTA) by fiscal barriers and are intended to provide an 
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internationally competitive duty free environment for export 
production at low cost. Recent changes in 
EOU/EPZ/EHTP/STJ(P scheme include: 
(i) Enhancement of tax holiday from 5 years to 10 
years; (ii) Higher domestic access; (iii) 
Rationalisation of minimum Net Foreign Exchange 
Earning as percentage of exprots (NFEP) and 
minimum export performance; (iv) Enlargement of 
the scope of private bonded warehouses in EPZs to 
include procurement of indigenous goods for 
exports; (v) undertaking of job work on behalf of 
domestic units for direct exports in certain sectors 
etc. 
SEZs: The annual Exim Policy for the year 1999-2000 
announced on March 31, 1999 proposed the setting up of FTZs 
(Free Trade Zones) in the country. The FTZ scheme was to be 
operational from July 1, 1999. The idea was to insulate the 
zones from bureaucratic interference and exports restrictions. 
However, this scheme could not be implemented. The annual 
Exim Policy for the year 200-2001 announced on March 31, 
2000 has proposed the creation of special Economic Zones 
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(SEZs) modelled on the lines of the highly successful Chinese 
experiment. The units operating in these zones will have full 
flexibility of operations. They would be able to import capital 
goods and raw materials duty free and would also be able to 
access the same from Domestic Tariff Area (DTA) without 
payment of Terminal Excise Duty. The only conditions would 
be that the units in the zone would have to export the entire 
production and that DTA sales would be allowed only on 
payment of full applicable customs duties and additional 
duties. The first two SEZs in the country are to be based at 
Pipavav in Gujarat and Tuticorin in Tamil Nadu. The existing 
EPZs are also to be converted in SEZs. 
EPIPs.: A centrally sponsored 'Export Promotion 
Industrial Parks' (EPIPs) shceme was introduced in August 
1994 with a view to involving the State governments in the 
creation of infrastructual facilities for export-oriented 
production. It provides for 75 per cent of capital expenditure 
towards creation of infrastructure facilities limited to Rs. 10 
crore of grant to the State government. So far 19 proposals for 
establishment of EPIPs have been sanctioned. 
Concessions and Exemptions: 
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A large number of tax benefits and exemptions have been 
granted during the nineties to liberalise imports and promote 
exports with the five year Exim Policy 1992-97 and Exim 
Policy 1997-2002 serving as the basis for such concessions. 
These policies, in turn, have been reviewed and modified on an 
annual basis in the Exim policies announced every year. 
Successive annual Union Budgets have also extended a number 
of tax benefits and exemptions to the exporters. For example, 
some of the measures announced in the Union Budget, 1999-
2000, were as follows: 
(i) reduction in the prevailing 7 major ad valorem rates 
of customs duty to 5 basic rates and rationalisation 
of both import duty and excise structures; 
(ii) significant reduction in duty rates for critical inputs 
for the information Technology sector, which is an 
important export sector; 
(iii) extension of facilities and tax benefit available to 
exporters of goods and merchandise under section 
80 HHC to the entertainment industry to facilitate 
its development and exports, etc. The Union Budget, 
2000-01, as mentioned earlier, reduced the peak rate 
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of customs duty from 40 per cent to 35 per cent and 
brought down the total number of customs duty 
rates form 5 to 4. It also announced a number of tax 
benefits for the three integral parts of the 
'convergence revolution'—the Information 
Technology sector, the Telecom-munications sector, 
and the Entertainment industry. 
Exim Policy, 1997—2002: 
The Commerce Minister presented the new export-import 
policy for five years 1997-2000 (coterminous with the Ninth 
Plan) on March 31, 1997. The main objectives of this policy 
are as under: 
(1) To accelerate the country's transition to a globally 
oriented vibrant economy to derive maximum 
benefits from expanding global marker 
opportunities. 
(2) To stimulate sustained economic growth by 
providing access to essential raw materials, 
intermediates, components, consumables and capital 
goods required for augmenting production. 
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(3) To enhance the technological strength and 
efficiency of Indian agriculture, industry and 
services, thereby improving their competitiveness 
while generating new employment opportunities, 
and encourage the attainment of " internationally 
accept standards of quality. 
(4) To provide consumers with good quality products at 
reasonable prices. The important schemes/measures 
contained in the policy to achieve the above 
objectives were as under: 
1. The Restricted List of imports was' substantially pruned. 
Import of 542 items was liberalised which included about 
150 items that could now be imported against Special Import 
Licence (SIL). About 60 items were moved from SIL to the 
Open General Licence (OGL) list. Restrictions were placed 
on 5 items on grounds of environmental safety, strategic 
importance, public health and security. 
2. The E^xport promotion Capital Goods (EPCG) Scheme was 
streamlined. The tariff rates for the import of capital goods 
were reduced from 15 per cent to 10 per cent. Zero-duty 
imports under EPCG scheme were allowed in those cases 
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where the c.i.f. value of imports was Rs. 20- crore or more 
subject to export obligations. This threshold limit was 
brought down to Rs. 5 crore for zero-duty import of capital 
goods for exports in agriculture and allied sectors. This 
measure is expected to boost agro-exports. The Exim policy 
also extended the zero-duty EPCG concession to the service 
industry, including hospitals, air cargo, hotels and other 
tourist related services. 
3. Under the duty Exemption Scheme, the Value-Based 
Advance Licence Scheme (VABAL) and the Pass Book 
Scheme were discontinued and a new Duty Entitlement Pass 
Book (DEPB) scheme introduced. The trend all the world 
over is to relieve the export products of all indirect taxes 
leviable on them in the country of origin. DEPB is an effort 
in that directions as it seeks to neutralize the basic customs 
duty. Under the DEPB scheme, an exporter is eligible to 
claim credit as a specified percentage of f.o.b. value of 
exports made in freely convertible currency. DEPB may be 
issued on post-export basis and pre-export basis. On pre-
export basis, the scheme provided for ad hoc duty 
entitlement at 5 per cent of the average f.o.b. value of 
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exports in the preceding three years. This entitlement aimed 
at enabling exporters to import duty free. On post-shipment 
basis, exporters were to be entitled for duty free credits at 
notified rates. The scheme covers both manufacture 
exporters as well as merchant exporters. 
4. Deemed exports benefits were extended to oil and gas 
sectors in addition to power sector. This measure is aimed to 
promote and facilitate indigenisation. To encourage 
domestic souring of inputs, domestic manufacturers 
supplying against EPCG licences were made entitled to 
deemed export drawback facility. 
5. Norms for domestic sales by EOUs and EPZs in agro and 
allied sectors were liberalised. These units could now sell 50 
per cent of their production in DTA (domestic tariff area), 
without stipulation of any value addition and had only to 
ensure positive net foreign exchange earning. 
6. The 1997-2002 Exim Policy proposed to give double 
weightage for agro exports in calculating eligibility of 
export houses and trading houses. It also announced a I 
percent SIL on total value of exports for export of fruit, 
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vegetables, floriculture and horticulture produce if such 
exports constitute 10 percent of the total exports. 
7. With a view to giving a renewed thrust to exports of gems 
and jewellery, the Exim Policy proposed to increase the 
number of nominated agencies permitted to stock gold. 
The exporters could either take gold on a replenishment 
basis or purchase it outright from these designated 
agencies. 
8. The new policy aims to give a boost to the software 
industry. Software exporters were allowed to undertake 
exports using data communication links or in the form of 
physical exports through courier service; imports of 
goods from clients on loan for a specified period was also 
permitted; on - line data communication for DTA sales 
was permitted. 
9. Electronic hardware units were allowed to sell up to 50 
percent in DTA on an annual basis while exporting 50 
percent. 
10. Special depreciation norms were provided for electronic 
goods upto 70 percent in three years. 
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11. Recognising that procedures need to be considerably 
simplified, the new policy focuses on making the 
procedures transparent and less discretionary. 
Considerable automaticity has also been introduced in the 
procedures. For example, the export obligation period 
under advance license and the validity of the licence has 
been increased from the earlier 12 months to 18 months. 
Exim Policy, 2000-01: 
The Exim Policy 1997-2000 was revised on April 13, 
1998, March 31,1999 and March 31, 2000. Thg objectives of 
this revision/modification were to meet the commitments made 
to the WTO, further liberalise imports, and promote exports. In 
a bid to meet the commitments to the WTO, these three annual 
policies have withdrawn quantitative restrictions on the imports 
of a number of items so that now such restrictions remain on 
only 715 items. Even these items will be freed from 
quantitative restrictions by April 1, 2001 as required by the 
WTO. Some important initiatives were undertaken in the Exim 
Policy announced on March 31, 1999. These included (i) 
recognising the national service rendered by exporters by 
issuing green cards to exporters exporting 50 percent of their 
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production with a minimum or Re. 1 crore per year entitling 
them to various facilities; (ii) issuing gold status certificate to 
those exporters who have attained Export House/Trading 
House/Star Trading House/Super Star Trading House status for 
three successive terms, which would entitle them to all the 
benefits accruing from such status in perpetuity regardless of 
variations in their performance in the subsequent years thus 
obviating the need for them to apply for such status from time 
to time; (iii) conferrig of Export House Status to service 
providers (limit pegged at one-third the level prescribed for 
merchandise exporters); (iv) setting up the institution of 
ombudsman for the objective of solving all disputes of 
exporters with the customs and the DGFT (Directorate General 
of Foreign Trade); (v) introducing electronic data interchange 
(EDI) in the DGFT, the customs department, banks, including 
the Reserve Bank of India, export promotion councils and the 
ports, setting up of FTZs (Free Trade Zone), etc. 
The Exim Policy for the year 2000-01 was announced by 
the Government of India on March 31, 2000. The main 
highlights of this policy are as follows: 
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SEZs. FTZs as proposed in the March 31, 1999 Exim 
Policy did not materialize. The Exim Policy announced on 
March 31, 2000 has now proposed the setting up of SEZs 
(Special Economic Zones) as in China, in different parts of the 
country. The idea basically is that in these areas export 
production can take place free from the plethora of rules and 
regulations governing import and export. The units operating in 
these zones will have full flexibility of operations. They would 
be able to import capital goods and raw materials duty free and 
would also be able to access the same from the DTA (Domestic 
Tariff Area) without payment of Terminal Excise Duty. No 
permission would be necessary for inter unit sales or transfer 
of goods. There would be no wastage norms or input-output 
norms. They would be able to undertake job work processed for 
the DTA units and would also be able to get their goods 
processed in the DTA. The only conditions would be that the 
units in the SEZs would have to export the entire production 
and that DTA sales would be permitted only on payment of full 
applicable customs duties and additional duties without any 
concessions. The movement of goods from and to ports and 
from SEZs will be unrestricted and without any hindrance. The 
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first two SEZs in the country would be created at Pipavav in 
Gujarat and Tuticorin in Tamil Nadu. The minimum size of the 
SEZs has been fixed at 400-500 hectares or more. The existing 
EPZs would be converted into SEZs even though their area is 
less than that specified under the norms. Immediately, SEEPZ, 
Kandla EPZ, Vizag EPZ and Cochin EPZ are proposed to be 
converted into SEZs. 
However, there are certain points that need to be noted. 
The first is that the country's experience with the hitherto 
existing EPZs has been far from being satisfactory and they 
generally performed far below expectations. This was despite 
the fact that they enjoyed considerable advantages over their 
DTA counterparts. What, therefore, is the guarantee that SEZs 
will succeed? A second observation is that allowing the units in 
SEZ to sell in the domestic market on payment of only the 
customs duty is a serious discrimination against the domestic 
industry which has to pay both customs duty on imports and 
excise duty on domestic clearance. The extent of advantage to 
the units in SEZs will amount to an average of 16 percent 
which is the excise duty (Cenvat) at present 26."* Thus the local 
industry will face an unfair competition from units in SEZs. 
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Reduction in Quantitative Restrictions: 
Quantitative Restrictions (QRs) on imports maintained on 
Balance of Payments (BoP) grounds were notified to WTO in 
1997 for 2,714 tariff lines at the eight digit level. In view of 
the improvement in India's BoP, the Committee on BoP 
Restriction had asked India for a phase out plan for these QRs. 
Based on presentations before this Committee and subsequent 
consultations with main trading partners. India reached an 
agreement with those countries, except USA, to phase out the 
QRs over a period of six years beginning 1997. The US 
preferred a dispute under the WTO's Dispute Settlement 
Mechanism. Pursuant to the report of the Panel and the 
Appellate body, India and the USA have agreed to a bilateral 
settlement for determination of reasonable period of time upto 
April 1, 2001, within which India has to implement the ruling 
and recommendations of the Dispute Settlement Body to 
remove the existing quantitative restrictions in a phased 
manner. Before the announcement of the Exim Policy on March 
31, 2000, the number of tariff lines on which quantitative 
restrictions existed was 1,429 at the eight digit level. The Exim 
Policy announced on March 31,2000 has removed quantitative 
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restriction on 714 of these items. These items include coffee, 
tea, tobacco, paper, fabrics, watches, sewing machines, 
photographic film etc. Quantitative restrictions on the 
remaining 715 items will have to be removed by India by April 
1, 2001 in accordance with the above agreement. 
Bigger role for States mooted 
The Exim Policy for 2000-01 envisages a bigger role for 
the State governments in export promotion efforts. For this 
purpose, they will be provided Rs. 250 crore for the creation of 
necessary export infrastructure. They will also be persuaded to 
declare units exporting over 50 percent of their turnover as 
public utility services to enable them keep their international 
commitments regarding delivery schedules. 
EPCG scheme liberalised: 
Import of capital goods under the Export Promotion 
Capital Goods (EPCG) scheme has been further liberalised by 
extending the facility to all sectors and capital goods. The 
policy has also removed the threshold limit of Rs. 20 crore and 
withdrawn the 10 percent countervailing duty on such imports. 
Under the new policy, import of capital goods under the EPCG 
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schemes will be allowed without any threshold limit on 
payment of 5 percent duty. 
Special Import Licence (SIL): 
Special Import Licence has been abolished because there 
will be no SIL list after March 31, 2001. Thus no SIL is 
admissible in respect of exports/supplies made on or after April 
1, 2000. However, the Exim Policy states that in respect of 
exports/supplies effected upto March 31, 2000, SIL with a 
validity period upto March 31, 2001 will be issued immediately 
without waiting for the realisation of export proceeds. This 
implies that SIL list would be abolished after March 31, 2001 
and the grant of SIL stands discontinued after March 31,2000. 
This marks the end of a major incentive for exporters for the 
past several years since SILs could be traded and commanded a 
premium. 
Deemed export benefits extended: 
Deemed exports essentially refers to those transactions in 
which the goods supplied do not leave the country and 
payments for such goods are made in India by the recipient for 
the goods. The Exim Policy, 2000-01, has extended the deemed 
export benefits to all sectors. Definition of capital goods has 
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been expanded to include all items/components/spares/ 
accessories /tools etc., which go into the making of capital 
goods. These benefits have been extended for supplies to all 
UN organisations as also for the renovation and modernisation 
(R & M) of power plants. 
DEPB to be phased out: 
As part of India' commitment to phase out export incentive 
schemes, the Commerce and Industry minister in his Exim 
Policy speech announced the phasing out of the duty 
entitlement pass book (DEPB) scheme by 2002. While the pre-
export DEPB schemes has been abolished with immediate 
effect, the post-export DEPB scheme will continue till March 
31,2002. By 2002, the DEPB schemes will be subsumed into 
one Drawback scheme. The Exim Policy has also removed the 
threshold limit of Rs. 20 crore for fixing new DEPB rates. This 
is expected to make the scheme more accessible to the 
exporters. 
Imports Of Second-Hand Capital Goods Allowed: 
The government has allowed the import of second-hand 
capital goods, which are less than 10 years old without 
obtaining any license on surrender of special import license. 
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This step is likely to affect the domestic capital goods industry 
adversely. 
Encouragement to Project Exports: 
To encourage project exports from India, the Exim Policy 
provides that project exporters, construction companies and 
service provider with a domestic turnover of over Rs. 100 crore 
can now apply for an International Service House Status. This 
can be done by signing a memorandum of understanding 
(MOU) with the DGFT. The MOU signatory, however, has to 
undertake to achieve an export performance to the tune of Rs. 
15 crore a year for the next three years. Grant of the above 
status will enable the project exporters to avail certain 
facilities like quick clearance of imports and exports, easier 
licensing etc. 
Diamond Dollar Account Scheme: 
In order to develop India as a major trading centre for 
diamonds, the Exim Policy has announced a number of steps. 
One of the major steps is the introduction of a Diamond Dollar 
Account (DDA) schemes which would allow exporters to retain 
export proceeds in a dollar account. The DDA can be used by 
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exporters to import rough diamonds or cut and polished 
diamonds from another DDA holder. 
A Critical Evaluation of the New Trade Policy: 
The trade policy reform initiated tu 1991 have drastically 
changed the foreign trade scenario and have resulted in the 
shift from inward oriented to an outward-oriented policy. With 
the sweeping liberalisation process that is currently underway 
in the foreign trade sector, the level of protection to Indian 
industry has declined significantly as the government has 
resorted to a massive cutting down of import tarrifs and 
allowing more liberal imports of a number of goods whose 
imports were earlier either totally banned or severely 
restricted. In his study Mehta has presented estimates of 
nominal and effective rates of protection for Indian economy, 
based on 55 sectors, for the years 1989-90, 1993-94 and 1995-
96, thereby defining a comparable set of estimates before and 
after the July 1991 trade policy changes. His study shows that 
the average estimated Effective Rate of Protection (ERP) which 
was 87 percent in 1989-90 fell to 62 percent in 1993-94 and to 
as low as 30 percent in 1995-96. In a similar way, the average 
estimated Nominal Rate of Protection (NRP) fell from 93 
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percent in 1989-90 to 63 percent in 1993-94 and further to 31 
percent in 1995-96. As far as changes in protectionism in the 
form of Quota or Non-Trade Barriers (NTBs) are concerned, 
exact estimates for the pre-reform period are not available but 
Mehta estimates that the amount of import which was subject to 
one or more types of restriction was around 90 percent. As 
against this, only 44 percent of India's imported commodities 
were subject to at least one type of NTBs in 1995-96.^ 
The euphoria and enthusiasm generated by the large-scale 
trade policy reforms in recent years and talks of globalisation 
etc. have led many in the official and non-official circles to 
regard the foreign trade sector in India now as the 'leading 
sector' of the economy - a sector that, will change the face of 
the economy in the coming years giving it a strong push up in 
the world economy. However, in this euphoria, one should not 
ignore the following three issues which, according to Deepak 
Nayyar, are of fundamental or strategic importance in planning 
for industralisation - the relative importance of the home 
market, the nature or the degree of State intervention, and the 
acquisition or development of technology. 
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As far as the issue of the relative importance of the home 
market is concerned, Deepak Nayyar argues that in large 
countries like India, where the domestic market is 
overwhelmingly important, sustained industrialization can only 
be based on the growth of the internal market.^ In the ultimate 
analysis, large economies must endeavor to internalise external 
markets. Therefore, industrialisation may stress manufacturing 
for the domestic market through import substitution or 
manufacturing for export to external markets. "In terms of an 
appropriate strategy for industrialization, striking a balance 
between import substitution and export promotion is the 
equivalent of 'walking on two legs'. An environment that 
produces a spectacular export performance is also conducive to 
efficient import substitution and rapid economic growth".^ 
As far as the issue of State intervention in the process of 
industrialization is concerned, the experience of the second 
half of the twentieth century shows that the guiding and 
supportive role of the State has been at the foundations of 
successful development among the late industrialisers. This is 
true not only in the case of the centrally planned economies of 
Eastern Europe but also in the case of the market economies of 
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East Asia. According to Deepaic Nayyar, in terms of State 
intervention, there is not much to distinguish between import 
substitution and export promotion. In the former, the State 
protects the domestic capitalists from foreign competition in 
the home market while in the latter, the State protects the 
domestic capitalists from foreign competition in the world 
market. It is the 'nature' of State intervention that matters. It is 
this nature and degree of State intervention in the foreign trade 
sector that deserves serious attention in the context of planning 
for industrailisation. "The experience of India illustrates that it 
is possible for State intervention to create an obligopolistic 
situation in a competitive environment, just as the experience 
of the Republic of Korea illustrates that it is possible for State 
intervention to create a competitive situation in an oligopolistic 
environment".^ 
As far as the issue of technology is concerned; Nayyar 
argues that the existing market structure and policy framework 
have not combined to provide an environment that could 
accelerate the absorption of imported technology and foster the 
development of indigenous technology, or create a milieu 
which could be conducive to diffusion and innovation. It needs 
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to be stressed that the role of the government is crucial in 
planning for technological development across sectors and over 
time. This requires the formulation of a policy regime for the 
import of technology (planning for the acquisition of 
technology, taking steps for its absorption, adaptation, 
diffusion etc.), allocating resources for research and 
development, and evolving State procurement policies.^ 
The above discussion points out the vital fact that the 
'macro-economic interconnections' between the foreign trade 
sector and the overall process of planning for industrialization 
are crucial. The solutions to the problems of the national 
economy cannot be found through the foreign trade sector or 
simple recipes associated with it. On the other hand, the 
problems of the foreign trade sector can be resolved to a 
considerable extent, through an improved performance and a 
better management of the economy at home. "In other words, 
the tail cannot wag the dog". 
Conclusion: 
Trade policy reforms over the last decade have provided 
an export friendly environment with simplified procedures 
conducive to enhancing export performance. The focus of these 
reforms have been on liberalization, openness, transparency 
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and globalization with basic thrust on outward orientation 
focussing on export promotion activity moving away from 
quantitative restrictions and improving competitiveness of 
Indian industry to meet global market requirements. Over the 
years significant changes in the EXIM policy have helped to 
strengthen the export production base, remove procedural 
irritants, facilitate input availability besides focussing on 
quality and technological upgradation and improving 
competitiveness. Steps have also been taken to promote exports 
through multilateral and bilateral initiatives, identification of 
thrust areas and focus regions. 
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CHAPTER - II 
TRENDS OF INDIA'S FOREIGN TRADE 
The previous chapter discussed the changes in the policy 
of India's foreign trade. It was revealed that India's foreign 
trade has, over the years, undergone a substantial change in 
respect of composition, direction, volume and performance. 
The present chapter analyses and highlights the changes in the 
pattern, share and direction of India's foreign trade. 
The importance of foreign trade for economic 
development of the developing countries stems from the fact 
that in most of them export production and trade constitute a 
preponderant part of their total economic activity'. The forces 
that shape the course of export trade thus automatically set up 
reverberations in the domestic economy. Experience has shown 
that even the mild dips or pauses in the pace of economic 
growth in the developed parts of the world have led to 
proportionally sharp curtailments in the export trade of the 
less-developed countries and correspondingly in their national 
income or product. There is a crucial importance of the export-
earnings, because of the fact that all newly developing 
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countries are heavily dependent on imports of machinery, 
heavy equipment and other essential goods that are strategic to 
lifting the levels of productive investment for accelerated 
economic growth. True, in some countries industrialisation has 
led to significant increases in the domestic supply of 
investment goods, but at the same time the demand for these 
products, too, has been expanding rapidly, with the result that 
the dependence on imported supplies has not diminished and in 
some cases has even risen. Increased export earnings are thus 
clearly vital to pay for the expanding needs of imported 
supplies. 
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India has been trading with other countries of the world 
since long. India's share herewith in the world trade on 
benchmark dates 1950 through 1990 has been computed in the 
following table. 
TABLE-2.1 






























































Source: TATA Statistical outline of India, 2000-01. 
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Table-2.1 shows that after independence, Indian foreign 
trade has made cumulative progress both qualitatively and 
quantitatively. Though the size of foreign trade and its value 
both have increased during post-independence era, this increase 
in foreign trade cannot be said satisfactory because Indian 
share in total foreign trade of the world has remained 
remarkably low. In 1950, the Indian Share in the total world 
trade was 1.78% which came down to 0.6% in 1995. According 
to the Economic Survey 2001-02 this share percentage of 0.6% 
continued in the years 1997 and 1998. In fact since 1970, this 
share has remained stagnant around 0.6%. This clearly 
indicates that India has failed to increase its share in the total 
world trade. 
Table-2.2 indicates the volume of Indian trade in post 
independence era. India's trade links with all the regions of the 
world have increased over the years. In view of the current 
wave of worldwide globalization, India has taken major 
initiatives to diversify its exports as also their destinations. 
India exports cover over 7500 commodities to about 190 
countries while imports from about 140 countries account for 
over 6000 commodities. 
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Table-2.2 indicates the volume of Indian trade in post 
independence era. India's trade links with all the regions of the 
world have increased over the years. In view of the current 
wave of worldwide globalization, India has taken major 
initiatives to diversify its exports as also their destinations. 
India exports cover over 7500 commodities to about 190 
countries while imports from about 140 countries account for 
over 6000 commodities. 
TABLE-2.2 



















































Source: TATA statistical outline of India, 2000-01. 
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Table-2.2 shows that total turnover of foreign trade 
(imports plus exports including re-exports) has been steadily 
rising since 1951. Value of trade increased from Rs. 1214 crore 
in 1950-51 to Rs. 434444 crore in 2000-20C1. 
During 2000-2001, India's total exports amounted to Rs. 
203571 crore as compared to Rs. 159561 growth of 27.6%. 
During 2000-01, imports amounted to Rs. 230873 crore which 
shows a growth of 7.3% in 1999-2000. In dollar terms the value 
of exports increased from 36822 million dollar to 44560 
million dollar between the period 1999-2000 and 2000-2001. 
It is a remarkable fact that during whole planning period 
our balance of trade has remained unfavourable. Only two 
financial years i.e. 1972-73 and 1976-77 were exceptional in 
showing favourable balance of trade worth Rs. 104 crore and 
Rs. 68 crore respectively. The deficit in balance of trade in our 
country has been generally increasing, even though our foreign 
trade has been getting much more broad based. The Govt, has 
introduced a number of measures for reducing deficit in the 
balance of trade. The main objective was to control imports on 
the one hand and to promote exports on the other. The basic 
reason of increasing deficit in balance of trade in India has 
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been the high import bill of petroleum products. Since July 
1991, the Govt, adopted the policy of economic liberalization 
and series of economic reforms were adopted in the country. 
Devaluation of rupee in 1991, and the convertibility of 
Indian rupee in trade account and current account during 1993-
94 and 1994-95 respectively improved the balance of trade 
position in 1993-94. But the deficit again increased during the 
subsequent years. 
Exports on the BOP basis grew by 19.6% in US $ terms in 
2000-2001 accelerating sharply from the 9.5% growth in 
previous year. Total imports recorded a moderate growth of 
7.0% during 2000-2001 much lower than the sharp increase of 
16.5% during 1999-2000. 
Foreign trade and capital transactions constitute a 
country's external sector. Today India's external sector is 
relatively small. It does not contribute significantly to the 
country's national income. With globalization, trade 
liberalization and export led growth policy, however, India's 
external sector is presumably seeking its due importance. 
Under the raw regime of liberalization and globalization 
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policy, the external sector in the India economy has a strategic 
role to play in the process of economic development. 
Trends of Exports and Imports of India: 
Since the inception of planning, the external sector of the 
Indian Economy has underdone significant transformation. The 
share of foreign trade in the country's GNP has been rising 
over the years. It has increased from 11.7% in 1985-86 to 
14.5% in 1990-91 and further to 16.9% in 1992-93. During the 
planning era, an expansion of rising trend of India's foreign 
trade is visible from table-2.3. to get a correct perspective, 
where taken the volumes of imports and exports in US dollar 
terms rather than in rupees. 
The following observations are made regarding the trends 
in the growth of India's foreign trade over the years. 
1. Modest growth Rate of Exports: During 1950-51 to 
1980-81, 1950 to 1980, there has been a continuous but 
modest increase in India's exports valued in US dollar 
terms. In 1950-51 export growth rate was nearly 25 
percent which declined to 0.3 percent in 1960-61. 1986-
87 onwards, India's growth rate of exports has 
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considerably increased. In 1987-88 it reached a peak level 
of nearly 24 percent. It has, however, declined to 3.8 
percent in 1992-93 but again increased to 20 percent in 
1993-94. In 1996-97 the growth rate of export declined to 
4.2 percent. 
TABLE-2.3 


















































































































Source: GOI, Economic Survey and RBI Bulletin, April 1998. 
During 1980-81 to 1992-93, exponential growth rate of 
India's exports in rupee terms is worked out at 10.6 per cent. 
The lower growth of exports may be attributed to a 
recession abroad, increasing competition in world market, 
protectionist barriers etc.^ However, recent export promotion 
measures have given a boost to India's exports. India's share in 
world's exports is today less than 0.5 percent. It has declined 
from 2.1 percent in 5050-51. 
2. Large Increases in Imports: 
The increase in India's imports has been very large over 
the years. Imports in value terms have increased from US $ 
1273 million in 1950 to US $ 21,882 million crores in 1992-93. 
In 1980-81, the annual growth rate of imports was very high at 
40 percent as against that of exports at about 7 per cent. In 
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1992-93, import growth rate was over about 13 percent as 
against export growth rate of 4 percent. In 1994-95 it was 23 
percent. In 1995-96 it went upto 28.0 percent. In 1996-97 it 
declined to 5.1 percent. 
However, during 1980-81 to 1992-93, the exponential 
growth rate of imports (in rupee terms) of India worked out at 
7.9 percent. There has been a marked rise in percentage share 
of Imports in India's GDP. 
Heavy imports of capital goods, fertilizers, petroleum and 
some other essential commodities, steep rise in import prices 
have contributed to the rise of imports in India. 
3. Widening Trade Deficits: 
India's balance of trade has been adverse throughout the 
planning period. In general, imports have been always larger 
than the exports. The gap between imports and exports has been 
considerably widening after 1977-78. Trade deficits (imports 
exceeding exports) have increased from US $ 4 million in 
1950-51 to US $ 5,932 million in 1990-91. It was brought down 
to US $ 1,068 million in 1993-94 but increased again to US $ 
5,442 million in 1996-97. This had adversely affected the 
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balance of payments and foreign exchange position of the 
country. 
4. Meager Foreign Exchange Earnings: 
Due to the slower growth rate of exports against a faster 
rise in imports, there has been not only meagre earnings of 
foreign exchange, but depletion of foreign exchange reserves 
too. India's foreign exchange earnings were incapable of 
financing its imports. As a result, India had to face a severe 
problem of foreign exchange crisis in July 1991. The new trade 
policy of 1991 devaluation and other fiscal monetary measures 
of the Govt, could save the country from this grave situation in 
the later years of 1992, 1993 and 1994. 
The country's foreign exchange reserves (excluding gold 
and SDRs) improved from US $ 2236 million in 1990-91 to US 
$ 6434 million in 1992-93 and further to US $ 9807 million by 
December 1993. In 1996-97 it stood at 22,367 million US $. 
Trade deficit in US dollar terms declined from $ 5932 
million in 1990-91 to $ 1546 million in 1991-92. It, however, 
increased to $ 3345 million in 1992-93. In 1993-94, it decline 
to $ 1068 million, primarily due to a growth of 21 percent in 
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dollar value of exports and imports to around less than 4 
percent. It again rose to $ 2,323 million in 1994-95 and further 
to $ 5442 million in 1996-97. 
Composition of India's Foreign Trade: 
Indian foreign trade registered a number of structural 
changes during the planning period. The percentage of non-
traditional goods in total exports has continuously increased. 
The exports of Chemical and Engineering goods have shown a 
high growth rate. During past few years, handmade goods 
(including gems and jewellery) have become one of the 
important export commodities. India is making exports of a few 
traditional items including tea, coffee, rice, pulses, spices, 
tobacco, jute, iron are etc. 
Besides, the imports of petroleum products, capital goods, 
carbon chemical and compounds, medical and pharmaceuticals 
products are also imported in Indian economy. Pearls, gems and 
stones are also imported on a large scale but after their 
processing thefe are exported from the country. Other imports 
include edible oils, fertilizers, non-ferrous metals, paper and 
paper board, pulp and waste paper etc. 
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Indian exports cover a wide range of agricultural and 
industrial products as also various handicrafts, ready made 
garments and leather manufacturers etc. Project exports which 
include consultancy, civil construction and turn-key contracts 
have also made a significant progress in the recent years. 
Recently electronic hardware and software exports have 
increased in a significant way mainly to the advanced 
countries. Imports have also increased substantially, bulk of 
which comprise items like petroleum products, fertilizers etc, 
precious stones for export production and capital goods, raw 
materials, consumables and intermediates for industrial 
production and technological upgradation. 
Composition of Imports: 
In 1947-48, the main items of imports in India (in order 
of importance were: machinery of all kinds; oils (vegetable, 
mineral and animal); grains, pulses and flour; cotton, raw and 
waste; vehicles (excluding locomotives), cutlery, hardware, 
implements and instruments; chemicals, drugs and medicines; 
dyes and colours; other yarns and textile fabrics; paper, paper 
board and stationery; and metals other than iron and steel and 
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manufactured. There imports together constituted more than 70 
per cent of all imports. 
The initiation of the planning process in the country in 
1951-52, and more specifically the beginning of the Second 
Five Year in 1956-57 brought about a considerable change in 
the composition of the imports. The Second Plan (based on the 
Mahalanobis Model) introduced a programme of 
industrialisation with heavy emphasis on the development of 
capital goods and basic industries. As a result, it became 
necessary to import capital equipment in large quantities. After 
some years, spare parts, materials and machinery had to be 
imported in substantial quantities to keep the equipment in 
working order. Thus 'maintenance imports' entered into the 
import structure of the country in a big way. The composition 
of imports since 1960-61 is given in Table-2.4. 
For convenience, imports of the country have been 
divided into four broad groups: (i) Food and live animals 
chiefly for food, (ii) Raw materials and intermediate 
manufactures, (iii) Capital goods and (vi) Other goods. The 
table shows that the total imports in 1960-61 were $ 2,353 
million of which the share of the above groups was 19.1, 47.0 
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31.7 and 2,2 per cent respectively. There have been significant 
changes in the relative importance of these groups over time. 
The most important change is that the imports of food and live 
animals have declined sharply. This is due to the decline in the 
imports of cereals and cereal preparation. For instance, from 
16.1 per cent in 1960-61, the share of cereals and cereal 
preparations fell to 0.6 per cent in 1998-99. On the other hand, 
the share of raw materials and intermediate manufactures has 
increased considerably primarily due to a sharps rise in the 
import of petroleum oil and lubricants, fertilizers and pearls 
and precious stones. Capital goods had accounted for about 
one-third of import expenditure in 1960-61 which fell to a little 
more than one-fifth in 1996-97. In 1998-99, the share of 
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The above table highlights certain important facts 
regarding the composition of different import items which are 
as follows: 
1. There has been a substantial rise in the import 
expenditure on POL (petroleum, oil and lubricants) 
imports. For example, POL imports accounted for only 
6.1 per cent of import expenditure in 1960-61 and 8.3 
per cent 1970-71. This increased dramatically to 
44.9% in 1980-81. This sharp increase was due to two 
hikes in oil prices in seventies- one in 1973-74 when 
the Oil and Petroleum Exporting Countries (OPEC) 
raised the price of oil from around $2.50 to $3.00 per 
barrel to $ 11.65 per barrel and the other in 1978-79 
when the price of oil was raised sharply to $35.00 per 
barrel. Due to the first oil price hike, POL imports rose 
by Rs, 597 crore in a single year - 1973-74 to 1974-75. 
This was 42 per cent of the total increase in the import 
expenditure in this year. As a result of the second oil 
price hike in 1979, POL imports rose by Rs. 1,589 
crore in a single year-1978-79 to 1979-80. This was 68 
per cent of the total increase in import expenditure in 
Chapter Two: Trends of Indiums Foreign Trade {123} 
this year. During the next year 1979-80 to 1980-81 
import bill rose by Rs. 3,466 crore. Of this, Rs. 1,931 
crore {i.e 56.7 per cent) was contributed by POL 
imports. The period of eighties was marked by 
substantial increase in domestic oil production on the 
one hand and a softening of international oil prices on 
the other hand. As a result, the share of POL imports 
in total import expenditure declined considerably to 
27.0 per cent in 1992-93 and 20.5 per cent in 1995-96. 
However, in 1996-97, POL imports rose considerably 
to $ 10,036 million accounting for 25.6 per cent 
{i.e.one-fourth) of import expenditure. However, due 
to a fall in the international prices of crude oil, POL 
import expenditure fell to $ 8,164 million in 1997-98 
and further to 6,433 million in 1998-99. POL imports 
accounted for 15.4 per cent of import expenditure in 
1998-99. 
2. With the liberalization of the imports of gold and 
silver, their imports have risen considerably. In 1997-
98, imports of gold and silver were about $ 3,200 
million which rose to $ 4,876 million in 1998-99' 
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accounting for 11.6 per cent of total import 
expenditure. In fact, imports of gold and silver 
occupied second position in total import expenditure in 
1998-99 behind POL imports. However, as pointed out 
by Economic S'wrvejv, 1999-2000, the bulk of the 
increase in gold and silver imports is due to switch in 
channel of these imports from NRI (non-resident 
Indian) baggage route, the erstwhile preferred route, to 
the DGCI & reporting system.'' 
3. Due to the increasing demand of the gems and 
jewellery industry (which has recently emerged as an 
important export earning industry) the imports of 
'pearls, precious and semi-precious stones' have 
increased significantly. In fact, this item accounted for 
11.3 per cent of import expenditure in 1993-94 and 
occupied the second place. However in 1994-95 and 
1995-96, imports of this item accounted for only 5.7 
per cent of total expenditure. In 1996-97, imports of 
'pearls precious and semi-precious stones' rose to $ 
2,925 million accounting for 7.5 per cent of total 
import expenditure and occupying the third place. This 
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item continued to occupy the third position in overall 
imports during 1997-98 and 1998-99 as well. Its 
imports in 1998-99 stood at $ 3,762 million which was 
9.0 per cent of total import expenditure. 
4. The third most important item in 1998-99 in terms of 
import expenditure was 'non-electrical machinery, 
apparatus and appliances'. Expenditure on this item 
rose from $ 341 million in 1970-71 to $3,347 million 
in 1998-99. In percentage terms, its share was 15.8 per 
cent in 1970-71 while in 1980s and 1990s, it has varied 
between 8 to 12 per cent. In 1998-99, the share of 
'non-electrical machinery, apparatus and appliances' in 
total import expenditure was 8.2 per cent. 
5. Because of increasing domestic demand, edible oils 
also have had to be imported on a considerable scale in 
certain years. For example, in 1985-86, edible oils 
worth $ 600 million had to be imported. This was 3.7 
per cent of total import expenditure in that year. In 
1987-88, imports of edible oils rose further to $969 
million (accounting for 4.4 per cent of total import 
expenditure). However, as the production of edible oils 
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increased in the country, the imports declined. In 
1989-90, imports of edible oils fell to only $ 127 
million. Nevertheless, due to pressures of domestic 
demand, substantial imports of edible oils had to be 
resorted to during certain years in the nineties. For 
instance, in 1998-99, imports of edible oils were as 
high as $ 1,695 million accounting for 4.0 per cent of 
total import expenditure. Edible oils, in fact, occupied 
the fourth position in overall import expenditure in 
1998-99. 
6. Despite increasing domestic production of iron and 
steel, substanital quantities continue to be imported as 
domestic production has failed to keep pace with the 
rising demand. While in absolute terms, the imports of 
iron and steel rose from $ 194 million in 1970-71 to $ 
1,934 million in 1996-97, in percentage terms they 
have more or less consistently fallen (from 9.0 per cent 
in 1970-71 to 3.5 per cent in 1992-93). In 1996-97, 
their share in import expenditure stood at 4.9 per cent 
which fell to 3.2 per cent in 1997-98 and further to 2.7 
per cent in 1998-99. 
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7. Import expenditure on fertilizers and fertilizer 
materials increased considerably from $ 113 million in 
1970-71 to $ 1,683 million in 1995-96. This is due to 
the increasing requirement of fertilizers for the 
implementation of the new agricultural strategy and 
also due to the increasing prices of fertilizers in the 
international market. In percentage terms, the share of 
fertilizers in total imports has varied between 3.5 to 6 
per cent over the period 1970-71 to 1995-96. In 
1995-96, its share in total import expenditure stood at 
4.6 per cent. However, inl997-98 and 1998-99, imports 
of fertilizers accounted for only 2.5 per cent and 2.4 
per cent of import expenditure respectively. 
8. Foodgrains have had to be imported on a considerable 
scale for a number of years to meet the domestic 
requirements of the economy. Their share in imports 
stood at as much as 16 per cent in 1960-61. Despite 
green revolution and consequent increases in food 
grains production and productivity, imports of food 
grains constituted 13 per cent of total imports in 
1970-71 and as much as 25.5 per cent in 1997-76 (i.e. 
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about on fourth). In later years, due to substantial 
increase in foodgrains production at home, the imports 
fell steeply. However, in certain years foodgrains were 
imported on a considerable scale to replenish depleted 
foodstocks. For instance, foodgrains worth $334 
million were imported in 1992-93. After that they 
again fell considerably. In 1995-96 they amounted to a 
meagre $ 24 million but rose to $ 137 million in 1996-
97 and $ 291 million in 1997-98. In 1998-99, imports 
of foodgrains stood as $ 231 million. 
Composition of Exports 
Table-2.5 shows composition of Indian exports. A clear 
trend over the years has been a decline in the importance of 
agriculture and allied products and a substantial increase in the 
importance of manufactured products. For instance, the share 
of agriculture and allied products in total exports declined 
considerably from 44.2 per cent in 1960-61 to 18.5 per cent in 
1998-99 while that of manufactured products increased form 
45.3 per cent to 78.7 per cent over the same period. This 
clearly depicts the changing production structure of the 
economy and the march from an underdeveloped, backward. 
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primary goods dependent economy to a more vibrant industrial 
economy. The only commodity in the manufactured goods 
category that does not exhibit and increasing trend is jute. 
At the time of independence the three most important 
commodities in India's export basket were jute, tea and cotton 
textiles. Together they contributed more than 50 per cent of the 
export earnings. As the industrial structure of the country god 
strengthened and diversified, new export opportunities opened 
up and the combined share of jute, tea and cotton textiles fell 
to 31 per cent in 1970-71 and further to around 10 per cent in 
1998-99. As against this, the share of engineering goods which 
was a meagre 3.4% in 1960-61 rose considerably to 13.0% in 
1998-99. Important points that emerge from table-2.5 
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Important points that emerge from Table-2.5 regarding 
different export items are as follows: 
1. The most important export item in 1960-61 was jute 
and it contributed 21 per cent {or a little more than one 
fifth) of totoal export earnings. Since then its share has 
continuously declined (to 12.4 per cent in 1970-71 and 
0.4 per cent in 1998-99). 
2. The second most important export item in 1960-61 was 
tea and it contributed 19.3 per cent {i.e. almost one 
fifth) of total export earnings. Its share has also 
declined consistently to 9.6 per cent in 1970-7 land 1.6 
per cent in 1998-99. During recent years it has 
contributdmore earnings as compared to jute. 
3. The third most important export item in 1960-61 was 
cotton fabrics yielding Rs. 65 crore which was 10 per 
cent of total export earnings. This declined to 8.2 per 
cent in 1998-99. 
4. As it clear from Table-2.5, the most spectacular 
increase has been recorded by handicrafts. From $ 96 
million in 1970-71 (representing 4.7 per cent of total 
export earnings) the exports of handicrafts rose to $ 
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6,943 million in 1998-99 (representing 20.6 per cent of 
total export earnings). Thus now one- fifth of total 
export earnings are provided by handicrafts and they 
occupy the first place in India's exports. 
5. Consequent upon the programmes of industrialization 
initiated during the planning period, the exports of 
engineering goods rose substantially. From $ 46 million 
in 1960-61, exports of engineering goods rose to $ 261 
million in 1970-71 and further to $ 4,367 million in 
1998-99. As a result, their share in India's export 
earnings rose form 3.4 per cent in 1960-61 to 13.0 per 
cent in 1998-99. During recent years, engineering 
goods have occupied either second or third place in 
India's export earnings. For example they occupied 
third place behind handicrafts and readymade garments 
in 1990-91. Thereafter, they occupied second place 
after handicraft till 1997-98. In 1998-99, they slipped 
to third place after handicrafts and readymade 
garments. 
6. Export of readymade garments has emerged as an 
important foreign exchange earner in recent years. In 
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1970-71 export of readymade garments was only $ 2 
million. In 1998-99 this had risen to $ 4,444 million 
(i.e. 13.2 per cent) of total export earnings. In recent 
years, readymade garments have occupied either second 
or third place in India's export earnings. In 1990-91 
they occupied second place behind handicrafts and 
thereafter the third place after handicrafts and 
engineering goods till 1997-98. In 1998-99, they 
occupied the second place behind handicrafts. 
7. The results of industrialization are also expressed 
through increases in the exports of chemicals and allied 
products. From $ 39 million in 1970-71, the exports of 
chemicals and allied products rose to $ 3,372 million in 
1998-99. In 1998-9^, they contributed 10.0 per cent of 
total export earning and occupied fourth place. 
8. Fifth place in export earning in 1998-99 was occupied 
by leather and manufactures (including footwear). In 
fact, they contributed $ 1,620 million in 1998-99 i.e. 
4.8 per cent of total export earnings. 
9. 'Fish and fish preparations' increased their share in 
export earnings from 2.0 per cent in 1970-71 to 4.3 per 
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cent in 1994-95. In 1995-96 however, the.' share fell to 
3.2 per cent. The exports of 'fish and fish preparations' 
stood at $ 1,038 million in 1998-99 which was 3.1 per 
cent of export earnings. 
10. Exports of iron ore rose from $ 155 million in 1970-71 
to $ 380 million in 1998-99. However, in percentage 
terms, their share declined from 7.6 per cent in 1970-71 
to only 1.1 per cent in 1998-99. 
DIRECTION OF INDIA'S FOREIGN TRADE: 
The maximum foreign trade in India is done with United 
States of America, though Indo-American trade relations have 
been adversely affected due to imposition of American trade 
laws like Super-301 and special-301 during past 3-4 years. The 
Govt, of India has, however, not made any change in trade 
policy with USA. According to the provisional data available 
during 2000-2001, India had the exports worth Rs. 42,510 crore 
with USA while the total imports from USA were estimated to 
be about Rs. 13,774 crore. 
India is having the maximum trade with OECD countries 
in which EEC registers the maximum trade with India. 
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TABLE-2.6 
DIRECTION OF FOREIGN TRADE IN INDIA 
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Source: GOI Economic Survey 
* Included under FRG with reunification of Germany. 
1. Previously, USSR 
2. Excluding members of UPEC 
The direction of Indian trade registered a change during 
recent past years. Indian trade has been partially shifted from 
West-Europe to East Asia and OECD countries. The high 
growth rate in Japan and ASEAN countries gave a high demand 
and favourable market to Indian exports. This has been one of 
the major reasons responsible for increasing Indian exports to 
East-Asia region of the world. Contrary to it, the countries of 
West-Europe (France, Spain, Portugal etc.) registered the phase 
of depression in their economies. That is why Indian exports to 
these countries got reduced over the past years. USA is India's 
largest trading partner accounting for nearly 20.9% of our 
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exports and 6.6% of the imports. The share of non-traditional 
items and value added products have been increasing in our 
exports of USA while ov^ jc imports comprised mostly on 
engineering products and chemical products. 
Till 1991, 18% of the total Indian exports were exported 
to USSR and other socialist countries of East-Europe. Due Xo 
division of USSR and structural changes in economies of East-
Europe, this export percentage got reduced to 2.0% only during 
2000-2001. However, exports to Russia have shown an 
increasing trend during past two years. 
CHANGES IN DIRECTION OF TRADE: 
Export: 
The direction of exports has undergone a marked change 
between the two periods (1987-88 to 1990-91 and 1992-93 to 
1998-99). While the combined share of Japan, USA and EU 
(European Union) in India's total exports remained stable 
during the eighties as well as the nineties at around 50 per 
cent, the share of counties in transition and the developing 
countries have undergone significant changes as would be clear 
from the discussion below: 
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1. The share of EU, on an average basis, in India's export-
earnings was 25.6 per cent during 1987-91 and this rose 
to 26.7 per cent duirng 1992-99 (an increase of 1.1 per 
cent). The share of USA, on an average basis, rose from 
16.7 per cent to 19.3 percent over the same peiord (an 
increase of 2.6 per cent) while that of Japan declined 
from 10.0 per cent to 6.5 per cent (a decline of 3.5 per 
cent). 
2. One of the most important changes in the direction of 
India's exports between the two periods has been the 
sharp decline in the share of Eastern Europe form 17.7 
per cent in the first period, on an average basis, to only 
3.8 per cent in the second period. The main reason for 
this has been a drastic fall in the share of former USSR in 
India's total export earnings from 14.7 per cent during 
1987-91 to a mere 3.1 per cent during 1992-99. 
3. The share of OPEC increased by 3.8 per cent over the two 
periods (from 6.1 per cent, on an average basis, during 
1987-91 to 9.9 per cent during 1992-99). This increase 
has been primarily due to an increase in exports to 
Indonesia and UAE. 
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4. The most significant change from the point of view of 
future export possibilities is the increasing share of the 
developing countries in India's exports. From 16.0 per 
cent during 1987-91, on an average basis, the share of 
developing counties rose to 27.8 per cent during 1992-99, 
on an average basis (an increase of 11.8 per cent). India's 
exports to Asian countries like Bangladesh, Sri Lanka, 
Hong Kong, Malaysia, Singapore and Thailand have 
registered impressive increases.'' 
5. In terms of country-wise destination pattern of important 
export items, there has been an increase in the importance 
of the US market between the two periods for a large 
number of products including coffee, tobacco, spice, 
cashew, leather and leather manufactures, engineering 
goods, readymade garments and carpets. Other 
industrialized markets which have become important 
between the two periods include Italy for coffee and 
engineering goods, Germany for coffee, Belgium for 
tobacco, UK for cashew and Japan for carpets. Among the 
developing countries, the share of UAE increased for a 
large number of Indian exports including tea, spices, and 
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marine products, engineering goods and readymade 
garments. The importance of Singapore increased for 
spices and oil meal and that of Hong Kong for gems and 
jewellery and cotton yarn, fabrics, made-ups, etc. Other 
developing countries that became important markets for 
Indian exports during the nineties include China for 
marine products and iron ore, Saudi Arabia, Bangladesh 
and South Africa for rice. South Korea and Indonesia for 
oil meal and Iran and Chinese Taipei for iron ore. 
Imports: 
As far as the direction of imports is concerned, there has 
been a sharp increase in the relative share of the developing 
cournties while that of the industrialized countries has 
declined. For example, from a share of 18.0 per cent, on an 
average, during 1987-91 in total imports, the share of 
developing counties rose to 23.0 per cent during 1992-99. This 
was largely on account of the increase in the imports from the 
newly industrialized countries in South East Asia. Among the 
goods that contributed to the import grov/th, petroleum (crude 
and products) from Malaysia and Singapore, vegetable oils 
from Malaysia, chemicals from Republic of Korea and 
Chapter Two: Trends of India's Forei£in Trade {143} 
Singapore and electronic goods from Hon Kong, Republic of 
Korea, Malaysia and Thailand were prominent. Between the 
two periods, the relative share of the countries belonging to the 
OPEC group also increased from 14.5 per cent to 21.9 per cent. 
This is mainly due to an increase in the oil import bill on 
account of higher prices. 
As far as industrialized countries are concerned the share 
of the OECD as a group in India's imports dropped 
considerably from 59.4 per cent during 1987-91, on an average 
basis, to 52.1 per cent during 1992-99, Withing this group, the 
relative share of the EU countries fell from 31.8 per cent 
during 1987-91 to 26.9 per cent during 1992-99. The import 
shares of some of the individual EU countries such as 
Denmark, Greece, Ireland and Italy, however, recorded 
relatively high growth, while those from traditionally 
important countries such as Germany, Neterlands, Sweden and 
UK showed slower rise. The relative share of the UK fell from 
7.9 per cent during 1987-91 to 5.8 per cent during 1992-99. 
Among other OECD countries, the imports from Australia, New 
Zealand and Switzerland recorded relatively large growth. The 
relative share of Switzerland moved up from 1.1 per cent 
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during 1987-91 to 4.0 per cent during 1992-99 primarily due to 
a sharp rise in the imports of gold and silver from that country. 
The relative share of the East European countries fell 
drastically from 8.1 per cent during 1987-91 on an average 
basis, to merely 2.9 per cent during 1992-99 with absolute 
decline in the imports from most of the countries belonging to 
these group. 
Conclusion: 
The discussion in the chapter reveals that over 40 per 
cent of India's exports have been concentrated along a few 
countries such as USA, Japan, U.K. and Germany while over 60 
per cent of our imports are from 10 countries, including France, 
Hong Kong, Singapore, Iraq, Iran and Saudi Arabia. Asia and 
Oceanic, which continue to be the largest market for our 
exports accounting for over 30 per cent. 
Trade statistics reveal that India depends more on the 
developed countries for its major proportion of exports as well 
as imports. India's exports and imports from developing 
countries do not grow at a significant rate. Further while 
trading with developed countries, India's terms of trade are 
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mostly unfavourable. Hence, India is rather a losing partner in 
its trade with developed countries. As such, larger trade with 
developed countries would mean more exploitation or resource 
drain and this can not be an engine of growth. During the 
fifties and sixties, India's imports were largely determined by 
the stance of imports substitution. In the seventies, the 
country's imports were greatly influenced by the goal of 
reaping efficiency grains in the export sector throughout 
imported inputs. During the eighties import expenditure on 
petroleum, oil and lubricants (POL was sizeables: besides the 
crucial import of trade liberalization in changing India's 
imports structure. 
Export led growth is the current strategy of India's 
economic policy towards globalization of the economy. Indian 
exports should acquire a high degree of competitiveness in the 
world markets. For this, adequate supplies of exportable need 
to be assured, besides the pursuance of sound fiscal and 
monetary policies. To push up exports India needs a further 
diversification of foreign trade. Also India should concentrate 
more on improving trade relations with the developing 
countries. In fact, developing countries do posses problems like 
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non-tariff barriers, inadequate tariff concessions and with a 
strong political will for economic integration. India can 
succeed in developing good trade relation with developing 
countries of the south and neighboring areas. 
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Notes & References: 
1. Kindleberger, C.P.: Foreign Trade and National Economy 
(1968). 
2. Deepak Nayyar: India's Export Performance. 
3. Ibid, p. 93. 
4. Ibid, Table T.R. 7, p. ix-22. 
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CHAPTER - III 
SOCIO AND ECONOMIC CONDITIONS OF GULF 
COUNTRIES 
The discussion in the previous chapter highlighted the 
changes in patter, composition and direction of India's Foreign 
trade over the course of years. The present chapter is devoted 
to trace out the socio-economic conditions of the Gulf 
countries which have a bearing on the pattern, composition and 
direction in the imports and exports of these countries. 
The Gulf countries include the states of Bahrain, Kuwait, 
Oman, Qatar, Saudi Arabia and United Arab Emirates. The 
Gulf Co-operation Council (GCC) was founded in 1981 with 
the aim of promoting closer links among the Gulf States. Its 
role is wide ranging and covers the defence, economics and 
politics of the region. Economic integration includes the 
following provisions: 
• Trade between members is free of tariffs, provided 40 per 
cent of value added of any commodity is produced within 
the GCC and at least 50 per cent of the equity is owned by 
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GCC citizens (although in practice, these are exceptions to 
these conditions). 
• GCC nationals have the same rights everywhere in the GCC 
with respect to property ownership, employment and 
ownership of businesses; 
• although not yet achieved, the objective of the GCC is to 
impose a common external tariff agreement. 
While intra-GCC trade has flourished in recent years, Saudi 
Arabia dominates trade flows, accounting for 60 per cent of 
intra-GCC exports (mainly petroleum exports to Bahrain). 
Population of the GCC States 
The total population of the GCC countries (UAE, 
Bahrain, Saudi Arabia, Oman, Qatar and Kuwait) stood at 30.74 
million in 2000 according to the statistics of the world Bank, as 
compared to 29.82 million in 1999, denoting an annual growth 
rate of 3.0 per cent. The average annual growth rate of total 
population of the GCC countries during the period 1995-2000 
amounted to 3.3 per cent, the highest growth rate in the world.' 
A study of the relative distribution of the GCC population 
would indicate that the Kingdom of Saudi Arabia was first with 
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71.6 per cent of total population, followed by UAE 9.4 per cent 
while Oman, Kuwait, Qatar and Bahrain ranked from the third 
to sixth with 7.8 per cent, 6.5 per cent, 2.5 per cent and 2.2 per 
cent respectively Table-3.1. 
In terms of population growth rates, Kuwait ranked first 
among GCC countries with an average growth rate of 4.5 per 
cent during the last five years (1996-2000). UAE was second 
with an average annual growth rate of 4.3 per cent followed by 
Bahrain, Saudi Arabia, Qatar and Oman, with 3.4 per cent, 3.2 
per cent, 3.1 per cent and 2.3 per cent respectively. The 
average annual growth rate of the total population of the GCC 
countries during the some period stood at 3.3 per cent. 
TABLE-3.1 
POPULATION IN THE GCC COUNTRIES DURING THE 
PERIOD 1994-2000 





































































































































Source: 2000 World Development Indicators, CD-ROM, World Bank. 
Labour Force in GCC States 
The total numbers of the labour force in the GCC 
countries (UAE, Bahrain, Saudi Arabia, Oman, Qatar and 
Kuwait) stood at 10.3 million in 1998 as compared to 9.9 
million in 1997, increasing by an annual rate of 3.7 per cent, 
and an average growth rate of 3.8 per cent, during the period 
1994-1998 (Table-3.2). 
A breakdown of the labour force by relative shares shows 
that the Kingdom of Saudi Arabia ranked first and accounted 
for 66.7 percent of the total labour force at the GCC countries 
in 1998. Next was the UAE 13.7 per cent, while Kuwait, Oman, 
Qatar and Bahrain ranked third to Sixth and accounted for 7.1 
per cent, 6.1 per cent, 4.0 percent and 2.8 per cent respectively. 
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TABLE-3.2 
LABOUR FORCE IN THE GULF COOPERATION 
COUNCIL COUNTRIES DURING THE PERIOD 1992-1998 






































































































































Source: 2000 World Development Indicators CD-ROM, World Bank 
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SAUDI ARABIA 
Geographical Location: 
Saudi Arabia is located at the heart of the Arabian 
Peninsula in a region of great cultural and geographical 
significance due to its central location between the continents 
of Asia, Europe and Africa. Its major strategic significance is 
due to the fact that Saudi Arabia is bounded by the Arabian 
Gulf to the east the Red Sea to the West and the Arabian Sea to 
the South. Saudi Arabia is bordered by the Arab countries of 
Kuwait, Iraq, Syria and Jordan to the north and to the south by 
Yaman and Oman, all ancient civilisations steeped in cultural 
heritage. Caravans have connected these centres of civilization 
since ancient times and it was the seafaring traders of Syria and 
the Southern Arabian Peninsula who originally carried the 
religion of Islam to the peoples of South East Asia and Africa. 
The Kingdom of Saudi Arabia forms the major part of the 
Arabian Peninsula that comprises the Arab Speaking peoples. 
The Kingdom's relations with its neighbouring countries have 
been good and direct ties have not been obstructed by natural 
barriers. Sea, land and air transportation have all helped to 
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facilitate the Kingdom's increasing economic access to the 
wider international community. Saudi's access to the 
mediterranean countries through the Red Sea has encouraged 
trading links with the Arab countries of North Africa as well as 
with southern European countries bordering the Mediterranean. 
The Red Sea also connects the Kingdom with the eastern side 
of the African continent giving access to Egypt, Sudan, 
Somalia, Djibouti and Ethiopia, while the Arabian Gulf 
provides the Kingdom with access the important economic 
market countries of east and south Asia. 
International Significance: 
The location of Saudi Arabia at the very heart of the 
Islamic world gives it enormous international significance of 
all Muslim. This is because all Muslims, whether in the east or 
the West, turn to the Holy Shrines or the Holy Kaabah to 
perform their prayers five times a day. It is at the Prophet's 
Mosque at Mount Arafat in Madinah that millions of Muslim 
pilgrims cognate each year during the pilgrimage season. It was 
from this country that Arabs went out more than 1,400 years 
ago to preach the message of Islam to the world. This noble 
enterprise gave rise to the distinguished position held by the 
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Kingdom of Saudi Arabia in the Muslim world today. This is 
because the Kingdom has been bestowed as the custodian of 
Islam's Holy Shrines and protector of the land in, which was 
revealed God's message of adherence to Islam as a religion, 
law and constitution. 
Local Dress Codes: 
As to men's attire, the popular dress consists of a gown 
and a headscarf with most man preferring to wear white. The 
local environment may have prompted them to choose white as 
it reflects the sunlight and thus diminishes the heat 's impact on 
the body. Furthermore white denotes purity, transparency and 
clarity. Employees in the govt, and private organizations 
characteristically wear a head band (uqal) on top of the white 
headgear or thread scarf. Religious man are distinguished by 
wearing a cloak and headscarf, but without the headband. 
Saudi women also wear a veil cover their long gowns 
with a black silk cloak and cover their faces with a thtn black 
and transparent shawl when they venture out in public. By 
doing so, they observe the prevailing Islamic traditions. 
Per Capita Income: 

































Source: Central Department of Statistics, Ministry of Planning. 
Preliminary estimates indicate that per capita income 
went upto Rs. 29.5 thousand in 2000, denoting an increase of 
17.5 per cent over Rs. 25.1 thousand in 1993 which was 9.7 per 
cent higher than that in 1998. The improvement in per capita 
income during 1990 and 2000 was attributable to a number of 
factors, including an improvement in oil revenue and 
introduction of several economic changes aimed at diversifying 
the economy's productive base contributing to citizens welfare 
and increasing their income (Table-3.3) 
Social Welfare: 
Revenues from the petroleum industry have enabled the 
Saudi Arabian Government to provide free medicine and 
medical care for all citizens and foreign residents. The number 
of hospitals increased from 75 in 1971 to 303 in 1997, when 
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there was a total of 44,213 hospital beds, and 30,414 
physicians. In 1997 there were 1,737 primary health care 
centres and almost 130,000 medical and paramedical personnel. 
The King Faisal Medical City, on the outskirts of Riyadh, is 
reputed to be the most technically advanced unit in the world. 
In 1999 the budget allocation for expenditure on health and 
social development was estimated at 15,152m. Saudi riyals, 
equivalent to 9.2% of total government expenditure. 
Education: 
According to estimates by UNESCO, adult illiteracy 
declined from 97.5% in 1962 to 27.8%; (male 19.2% females 
40.3%) in 1995. Elementary, secondary and higher education 
are available free of charge, but education is not compulsory. 
Primary education begins at six years of age and lasts for six 
years. From the age of 12 there are three years of intermediate 
education, followed by three years of secondary schooling. 
Primary enrolment included 61% of children in the relevant 
age-group (boys 63%; girls 60%) in 1996. In that year 
enrolment at intermediate and secondary schools was 
equivalent to 61% of children (boys 65%; girls 57%). The 
proportion of females enrolled in Saudi Arabian schools 
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increased from 25% of the total number of pupils in 1970 to 
46.7% in 1997. In the 1997/98 academic year 296,524 students 
were enrolled in higher education. Tertiary institutions in that 
year included 72 university colleges and 68 colleges 
exclusively for women. Government expenditure on education 
in 1998 was provisionally estimated at 45,595m. Saudi riyals, 
equivalent to 23% of total expenditure. 
Transport and Communications: 
Total length of asphelted roads constructed by the 
Ministry of Communication up to the end of 1420/21 (2000) 
reached 47.4 thousand km. against 45.5 thousand km. In 1999, 
depicting a rise of 4.2 per cent. The number of passengers 
carried inside cities by private transportation firms stood at 
17.0 million. The number of passengers travelling inter-cities 
amounted to 4.9 million. Passengers travelling by the railway 
stood at 853.8 thousand, increasing by 10.8 per cent over the 
preceding year. Traveler's from and to the Kingdom by Saudi 
Airlines amounted to 13.0 million, denoting a rise of 2.3 per 
cent over 1999. 
The number of fixed telephone lines in the Kingdom 
increased to 3 million rising by 9.6 per cent over the preceding 
Chapter Three: Socio and Economic Conditions of Gulf Countries {159} 
year. Private coin telephone lines also rose by 12.3 per cent to 
49.3 thousand. The number of domestic and international trunk 
circuits rose to 480 thousand and 17.7 thousand respectively, 
depicting a rise of 43.9 per cent over 1999. The number of 
mobile telephone lines also increased by 64.5 percent to 1.4 
million. 
Economic Affairs: 
In 1997, according to estimates by the World Bank, Saudi 
Arabia's gross national product (GNP), measured at average 
1995-97 prices, was US$ 143,430m., equivalent to $7,150 per 
head. During 1990-97, it was estimated, GNP per head 
declined, in real terms, at an average rate of 2.5% per year. In 
the same period tfetpopulation increased by an average of 3.4% 
annually. Saudi Arabia's gross domestic product (GDP) 
increased, in real terms, at an average annual rate of 1.7% in 
1990-97. Provisional estimates indicated GDP growth of 2.7% 
in 1997 and 1.6% in 1998. 
Agriculture (including forestry and fishing) contributed 
an estimated 7.1% of GDP in 1998, and employed an estimated 
11.4% of the working population at mid-1998. The principal 
crop is wheat. From the late 1980s a large wheat surplus was 
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exported. Barley, dates, tomatoes, potatoes and watermelons are 
also significant crops. Saudi Arabia is self-sufficient in many 
dairy products, and in eggs and broiler chickens. Agricultural 
GDP increased by an average of 0.7% per year in 1990-97; the 
sector's GDP increased by 2.7% in 1997 by 1.0% in 1998, 
according to provisional estimates. 
Industry (including mining, manufacturing, construction 
and power) employed only about 14% of the labour force in 
1980, but provided an estimated 47.9% of GDP in 1998. During 
1990-97 industrial GDP increased at an average annual rate of 
1.5%; provisional estimates indicated that the sectors GDP 
increased by 2.2% in both 1997 and 1998. 
Mining and quarrying engages approximately 2% of the 
employed population, but contribute an estimated 28.0% of 
GDP in 1998. The sector is dominated by petroleum and natural 
gas, which provided an estimated 27.5% of GDP in that year. 
Saudi Arabia is the largest petroleum producer in the world. 
Petroleum and petroleum products provided 84.3% of total 
export revenue in 1998. At the end of 1998 Saudi Arabia's 
proven recoverable reserves of petroleum were 261,500m. 
barrels, sufficient to maintain production at 1998 levels for 
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80.7 years, and equivalent to about one-quarter of the world's 
proven oil reserves. Crude petroleum production averaged 
9.2m. barrels per day (b/d) in 1998, although the kingdom has a 
production capacity of 10m. b/d. Saudi Arabia's production 
quota in April 1999, as a member of the Organization of the 
Petroleum Exporting Countries (OPEC), was 7.4m b/d, reduced 
from 8.8m. b/d in 1998. However, following the sustained 
recovery in international petroleum prices from the second half 
of 1999, its quota was increased to 8.0m. b/d in April 2000. 
Gas reserves, mostly associated with petroleum, totalled 
5,790,000m. cum at the end of 1998. There are also 
unassociated gas reserves, which have yet to be fully exploited. 
Other minerals produced include limestone, gypsum, marble, 
clay and salt, while there are substantial deposits of 
phosphates, bauxite, gold and other metals. The GDP of the 
mining sector increased at an average annual rate of 3.7% in 
1990-98 the sector's GDP increased by 1.2% in 1997, and by an 
estimated 2.2% in 1998. 
Manufacturing contributed an estimated 9.8% of GDP in 
1998. The most important activity is the refining of petroleum. 
The production of petrochemicals, fertilizers, construction 
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materials (particularly steel and cement), and food and drink-
processing are also important activities. Manufacturing GDP 
increased by an average of 2.7% per year in 1990-97; according 
to provisional estimates, the sector's GDP declined by 3.7% in 
1997, but registered an increase of 2.9% in 1998. 
Electrical energy is generated by thermal power stations, 
using Saudi Arabia's own petroleum resources, although an 
increasing amount of electricity is now produced in association 
with sea-water desalination. Electricity expansion projects 
were planned in the late 1990s to satisfy increased demand. 
Installed generating capacity totalled 21,300MW in mid-1996. 
The services sector contributed an estimated 45.0% of 
GDP in 1998, and engaged an estimated 37.2% of the total 
labour force in 1980. The GDP of the services sector increased 
by an estimated average of 2.0% per year in 1990-97; growth in 
the sector's GDP was 3.4% in 1997 and 0.8% in 1998, 
according to provisional estimates. 
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TABLE-3.4 
BALANCE OF PAYMENTS (US $ MILLION) 
Exports of goods f.o.b. 
Imports of goods f.o.b. 
Trade balance 
Exports of services 
Imports of services 
Balance on goods ad services 
Other income received 
Other income paid 
Balance on goods, services and 
income 
Current transfers paid 
Current balance 
Direct investment from abroad 
Portfolio investment assets 
Other investment assets 





















































Source: IMF, International Financial Statistics. 
Table-3 .4 shows that in 1998 Saudi Arabia recorded a 
visible trade surplus of US$ 12,238m., and there was a deficit 
of $ 12,880m. on the current account of the balance of 
payments. 
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TABLE-3.5 
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Source: IMF, International Financial Statistics. 
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Table-3.5 shows that in 1998 the principal source of 
imports (21.3%) was the USA; other important suppliers were 
Japan, the United Kingdom, Germany and France. Japan was 
the principal market for exports (17.3%) in 1997; other major 






Live animals and animal products 
Vegetable products 
Prepared foodstuffs, beverages, 
spirits, vinegar and tobacco 
Products of chemical or allied 
industries. 
Plastics, rubber and articles thereof 
Paper-making material; paper and 
paperboard; and articles thereof. 
Textiles and textile articles 
Pearls, precious or semi-precious 
stones, precious metals, etc. 
Base metals and articles of base 
metals 
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appliances; electrical equipment; 
sound and television apparatus 
Vehicles, aircraft, vessels and 
associated transport equipment 
Scientific instruments, photograpic 
equipment, watches, musical 
instruments, recorders, etc. 














Refined petroleum products 
Petrochemicals 
Construction materials 
Agricultural, animal and food 
products 

























Source: IMF International Financial Statistics. 
The dominant exports are crude and refined petroleum, 
and petrochemicals. The principal imports in 1998 were 
machinery and transport equipment, base metals and metal 
manufactures, chemicals and chemical products, vegetable 
products and textiles and clothing. 
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The budget for 1999 forecast a deficit of SR44,000m. 
However, revised figures indicated a deficit of SR34,000m. 
Consumer prices increased by an annual average of 1.4% in 
1990-98; consumer prices decreased by 0.4% in 1997 and by 
0.2% in 1998. There is a labour shortage in Saudi Arabia, and 
long-term unemployment has been negligible. 
In addition to its membership of OPEC, Saudi Arabia is a 
member of the Islamic Development Bank, and the 
Organization of Arab Petroleum Exporting Countries (OAPEC). 
Saudi Arabia is the major aid donor in the region, disbursing 
loans to developing countries through the Arab Fund for 
Economic and Social Development (AFESD), the Arab Bank 
for Economic Development in Africa (BADEA), and other 
organizations. Negotiations regarding entry to the World Trade 
Organization (WTO), which Saudi Arabia aims to join by 2002, 
are in progress. 
Saudi Arabia's prosperity is based on exploitation of its 
petroleum reserves; however, the decline in the price of 
petroleum in the early 1990s caused the Government to seek 
alternative sources of revenue. The 1995-2000 economic plan 
envisaged the privatization of a number of state interests, the 
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reduction of state subsidies, the development and 
diversification of the manufacturing industfy, and an increase 
in private sector activity, to include the provision of 
employment opportunities for the rapidly expanding Saudi 
population, and assistance in the 'Saudiization' of the 
work-force. Other than in the telecommunications sector, little 
progress was made in liberalization policies in the first years of 
the plan. Expenditure on public sector salaries continued to 
account for a large proportion of budgetary resources, while 
government indebtedness was unofficially estimated to account 
for 85%-90% of GDP. Saudi Arabia played a prominent role in 
efforts by OPEC and non-OPEC producers to reduce petroleum 
production, in response to the severe decline in international 
oir prices in 1998. This resulted in a dramatic increase in prices 
by September 1999, and from April 2000 Saudi Arabia's 
production quota within OPEC increased to 8.0m b/d. 
Negotiations for membership of the WTO continued in 1999 
and early 2000, as did efforts to implement structural reforms. 
Two new bodies, the Supreme Economic Council and the 
Supreme Petroleum and Minerals Council, had been created by 
early 2000, and were to assume a major role in formulating the 
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country's economic policy. Other economic reform measures 
implemented during the year included further steps towards the 
privatization of the national telecommunications and airline 
companies, the official creation of the Saudi Electricity 
Company in April 2000 (along with the introduction of a new 
tariff structure) and measures to increase state revenues and 
encourage foreign investment in Saudi Araria. 
OMAN 
Geography 
The Sultanate of Oman occupies the extreme east and 
south-east of the Arabian peninsula. It is bordered to the west 
by the United Arab Emirates (UAE), Saudi Arabia and Yemen. 
A detached portion of Oman, separated from the rest of the 
country by UAE territory, lies at the tip of the Musandam 
peninsula, on the Southern shore of the Strait of Hormuz. Oman 
has a coastline of more than 1,600 km (1,000 miles) on the 
Indian Ocean, and is separated from Iran by the Gulf of Oman. 
At Muscat average annual rainfall is 100 mm and the average 
temperature varies between 2 r C (70°F) and 35°C (95°F). 
Rainfall is heavier on the hills of the interior, and the south-
western province of Dhofar is the only part of Arabia to benefit 
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from the summer monsoon. The official language is Arabic, 
although English is also spoken in business circles. Islam is the 
official religion. The majority of the population are Ibadi 
Muslims; about one-quarter are Hindus. The national flag 
(proportions 2 by 1) has three equal horizontal stripes, of 
white, red and green, with a vertical red stripe at the hoist. In 
the upper hoist is a representation, in white, of the state 
emblem, two crossed swords and a dagger (khanjar), 
surmounted by a belt. The capital is Muscat.^ 
Government: 
The Basic Statute of the State, which was promulgated by 
Royal Decree on 6 November 1996, defines Oman's organs of 
government. The Sultan, who is Head of State, is empowered to 
promulgate and ratify legislation. He is assisted in formulating 
and implementing the general policy of the State by a Council 
of Ministers. Members of the Council of Ministers are 
appointed by the Sultan, who presides, or may appoint a Prime 
Minister to preside, over the Council. There is no legislature. 
However, a Majlis ash-Shoura (Consultative Council) is 
appointed for three years by the Sultan from among candidates 
selected at national polls; the Majlis ash-Shoura is composed of 
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one representative from each wilaya (district) with fewer than 
30,000 inhabitants, and two from each willaya with 30,000 or 
more inhabitants. The Majlis which began its term of office in 
January 1998 comprised 82 members. A 41-member Majlis ad-
Dawlah (Council of State) was appointed by the Sultan in 
December 1997 from among prominent Omanis. The two 
Councils together comprise the Council of Oman of the wilayat 
has its own governor (wali). 
Defense: 
In August 1999 the Omani armed forces numbered 
43,500, including about 3,700 expatriate personnel. The army 
comprised 25,000 men, the navy 4,200, the air force, 4,100 and 
the royal household 6,500. There was also a paramilitary force 
of 4,400 (tribal home guard 4,000 and police coast guard 400). 
Military service is voluntary. Expenditure on defense in the 
1998 budget was RO 590m., equivalent to 32.4% of total 
expenditure for that year. 
Social welfare: 
Oman's Basic Statute specifies that the State 'guarantees 
assistance for the citizen and his family in cases of emergency, 
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sickness, disability and old age according to the scheme of the 
social security'. The State is defined as responsible for public 
health. According to the Statute, the State endeavours to 
provide health care for every citizen and encourages the 
establishment of private medical establishments. In 1997 there 
were 47 hospitals and 119 health centres. A total of 4,744 beds 
were available in hospitals and health centers in 1994. In that 
year there were 1,658 physicians working in Oman. The 
country's first private hospital was opened in 1995; a second 
was opened in 1996 and in that year there was a total of 439 
private clinics. In March 1989 it was announced that citizens of 
other member-states of the Gulf Co-operation Council would be 
eligible to receive the same health services as Omani citizens. 
Of total expenditure by the central Government in 1998, RO 
131.3m. (7.2%) was for health services, and a further RO 
90.4m (5.0%) was for social security and welfare. 
Education 
In 1970 there were only three schools, with a total of 909 
pupils. By 1997 there were 967 schools at the primary, 
preparatory and secondary levels, as well as 106 private 
kindergartens and schools regulated by the Ministry of 
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Education; in total, 503,529 students were in state education 
and 19,080 in private education in that year. According to the 
Basic Statute, the State endeavours to make education available 
to all; the State provides public education and encourages the 
establishment of private educational establishments. However, 
education is still not compulsory. Primary education begins at 
six years of age and lasts for six years. The next level of 
education, divided into two equal stages (preparatory and 
secondary), lasts for a further six years. In 1998/99 a new 
system, comprising 10 years of basic education and two years 
of secondary education, was introduced in 17 schools; it was to 
be implemented gradually throughout the country. Primary 
enrolment in 1997 included 76% of children in the relevant 
age-group (boys 78%; girls 74%), while preparatory and 
secondary enrolment included 67% of children in the relevant 
age-group (boys 68%; girls 66%). In 1994/95 there were eight 
teacher-training colleges and 9 vocational institutes, together 
with institutes of health sciences and banking and five 
technical institutes. There were also eight Islamic colleges. 
Oman's first national university, named after Sultan Qaboos, 
was opened in late 1986, and had 6,605 students (males 3,377; 
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females 3,228) in 1998/99. In 1970 an estimated 80% of 
Oman's adult population were illiterate; however, government 
literacy centres for adults (first opened in 1973) have had some 
success in redressing this problem: in 1995, according to 
UNESCO estimates, the average rate of adult illiteracy was 
36.0% (males 25.4%; females 49.3%). In 1994/95 such centres 
were attended by 6,654 students (635 males; 6,019 females); 
some 192 adult education centres were attended by 18,179 
students (8,493 males; 9,686 females). Of total expenditure by 
the central Government in 1998. RO 283.5m. (15.6%) was 
allocated to education. 
Economic Affair: 
In 1995, according to estimates by the World Bank, 
Oman's gross national product (GNP), measured at average 
1993-95 prices was US $10,578m., equivalent to $4,820 per 
head. During 1985-95, it was estimated, GNP per head 
increased, in real terms, at an average rate of 0.3% per year. 
Over the period 1990-97 the population increased at an average 
annual rate of 4.8% GNP in 1997 was estimated at $ 10,6000m., 
equivalent to $4,950 per head. Oman's gross domestic product 
(GDP) increased, in real terms, by an average of 8.3% per year 
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in 1980-90, and by an annual average of 6.0% in 1990-95. Real 
growth in GDP was 4.8% in 1995, 2.9% in 1996 and 6.4% in 
1997. 
Agriculture (including fishing) engaged 9.4% of the 
employed population at the 1993 census, and contributed 2.8% 
of GDP in 1998, according to provisional figures; unofficial 
figures suggest that as much as 58% of the labour force relies 
on the sector for its livelihood, mainly at subsistence level. The 
major crops are dates, tomatoes, watermelons and lemons and 
limes. Bananas, mangoes, onions, potatoes and tobacco are also 
cultivated. The production of frankincense, formerly an 
important export commodity, has been revived. Livestock and 
fishing are also important. Agricultural GDP increased at an 
average annual rate of 7.9% in 1980-90, and by 2 .1% in 1990-
94. Growth in the sector's GDP was recorded at 5.2% in 1993 
and at 3.2% in 1994. 
Industry (including mining and quarrying, manufacturing, 
construction and paper) employed 27.8% of the working 
population in 1993, and provided 39.8% of GDP in 1998, 
according to provisional figures. Industrial GDP increased by 
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an average of 10.3% annually in 1980-90, and by 6.2% in 1990-
94. The sector's GDP grew by 6.7% in 1993 and 3.1% in 1994. 
According to provisional figures, the mining sector 
contributed 30.4% of GDP in 1998, and it engaged 2 .1% of the 
employed labour force in 1993. The main mineral reserves are 
petroleum and natural gas, which together provided 30.1% of 
total GDP in 1998. There were proven petroleum reserves of 
5,300m barrels at the end of 1998. Production in 1998 averaged 
905,000 barrels per day. At these levels, petroleum reserves 
were estimated to be sufficient to sustain a further 16.0 years 
of exploitation. Exports of Omani crude petroleum provided 
79.8% of total export earnings in 1996. Natural gas is also an 
important mineral resource, and there were proven reserves of 
some 800,000m. cu m at the end of 1998. Budget revenue from 
petroleum and natural gas was expected to contribute 70.6% of 
the total in 1998. Chromite, gold, salt, marble, gypsum and 
limestone are also mined, and the exploitation of coal deposits 
is planned. During 1980-91 the GDP of the mining sector 
increased at an average annual rate of 9.0%. Mining GDP 
increased by 5.5% in 1992, by 4.8% in 1993 and by 3.8% in 
1994. 
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Manufacturing contributed 4.6% of GDP in 1998, 
according to provisional figures, and engaged 9.0% of the 
employed labour force in 1993. The most important branches of 
the sector are petroleum refining construction materials, 
cement production and copper smelting. Assembly industries, 
light engineering and food processing are being encouraged at 
recently established industrial estates in Muscat, Sohar and 
Salalah. During 1980-92 manufacturing GDP increased by an 
average of 20.4% per year. The sector's GDP increased by 
15.5% in 1993 and by 5.6% in 1994. 
Energy is derived principally from domestic supplies of 
petroleum. In 1992 a company was established to construct and 
operate a US $9,000m. liquefied natural gas (LNG) plant at 
Sur. This is expected to reduce domestic demand for petroleum 
and also to produce a surplus for export; the first commercial 
shipment is scheduled for April 2000. Imports of fuel products 
comprised just 1.0% of the value of total imports in 1996. 
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TABLE-3.7 
BALANCE OF PAYMENTS (US $ million) 
Exports of goods f.o.b. 
Imports of goods f.o.b. 
Trade balance 
Exports of services 
Imports of services 
Balance on goods and services 
Other income received 
Other income paid 
Balance on goods, services and 
income 
Current transfers received 
Current transfers paid 
Current balance 
Direct investment from abroad 
Other investment assets 
Other investment liabilities 
























































Source: IMF, International Financial Statistics. 
In 1998 Oman recorded a visible trade surplus of US 
$29Im, while there was a deficit of $2,970m. on the current 
account of the balance of payments. 
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TABLE-3.8 
PRINCIPAL TRADING PARTNERS: 
Imports c.i.f. (RO 000) 
Australia 
Belgium 
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USA 
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Exports f.o.b. (US $ million) 








United Arab Emirates 
USA 
Yemen 








































Source: (for Exports): UN International Trade Statistics Year 
Book. 
In 1998 the principal sources of imports were the United 
Arab Emirates and Japan (which supplied, respectively, 25.2% 
and 15.7% of Oman's imports. The United Kingdom, the USA, 
Italy and France are also important suppliers. 




Imports c.i.f. (RO 000) 




beverages; spirits and 
vinegar; tobacco and 
manufactured substitutes 
Mineral products 
Products of chemical or 
allied industries 
Plastic, rubber and articles 
thereof 
Textiles and textile articles 
Natural or cultured pearls, 
precioius or semi-precious 
stones, precious metals and 
articles thereof; imitation 
jewellery; coin. 
Base metals and articles 
thereof 
Machinery and mechanical 
appliances; electrical 
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Vehicles, aircraft, vessels 




precision and medical 
apparatus; clocks and 
matches; musical 
instruments 
Art and antiques 













Exports f.o.b. (distribution by SITC 
US $ million) 
Food and live animals 
Beverages and tobacco 
Tobacco and tobacco manufactures 
Manufactured tobacco 
Cigarettes 
Mineral fuels, lubricants, etc 
Petroleum, petroleum products, etc 
Crude petroleum oils, etc. 
Basic manufactures 
Machinery and transport equipment 
Road vehicles and parts 
Passenger motor cars (excl. buses) 
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lorries, etc 
Miscellaneous manufactured articles 







Source: (For Exports) UN, International Trade Statistics, Year 
book. 
The most important market for exports in 1996 was the 
United Arab Emirates, which to took 8.4% of exports from 
Oman. Petroleum is, by far, the principal export, machinery 
and transport equipment also make a notable contribution to 
export earnings. The principal imports in 1998 were machinery 
and mechanical appliances, etc., vehicles aircraft, vessels and 
associated transport equipment, base metals and articles 
thereof, prepared foodstuffs, etc. and products of chemical or 
allied industries. 
Oman recorded an overall budgetary deficit of RO 
376.9m. in 1998 (equivalent to 6.9% of GDP in that year). At 
the end of 1997 Oman's total external debt was US $3,602m., 
of which $2,570m. was long-term public debt. In that year the 
cost of servicing the external debt was equivalent to 5.9% of 
the total value of exports of goods and services. Annual 
inflation averaged -0.04% in 1991-1998. Although Oman has 
traditionally relied on a high level of immigrant labour (non-
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Omanis accounted for 64.2% of the employed labour force in 
1993), employment opportunities for young Omanis declined in 
the early 1990s and, according to census results, unemployment 
among Omanis stood at 11.9% in 1993. 
Oman is a member of the Arab Fund for Economic and 
Social Development, the Islamic Development Bank and the 
Arab Monetary Fund. It was a founder member of the Co-
operation Council for the Arab States of the Gulf (the Gulf Co-
operation Council), and of the Indian Ocean Rim Association 
for Regional Co-operation. Oman is not a member of the 
Organization of the Petroleum Exporting Countries (OPEC), 
nor of the Organization of Arab Petroleum Exporting Counties 
(OAPEC), but it generally respect OPEC's policies regarding 
levels of production and prices for petroleum. 
Oman's limited petroleum reserves and fluctuations in the 
price of petroleum have necessitated a series of five year 
development plans to diversify the country's economic base, in 
particular through the expansion of the private sector. Under 
the fifth Development Plan (1996-2000), emphasis was placed 
on the elimination of the budget deficit by 2000 through the 
reduction of public expenditure, the development of the non-
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petroleum sector and the expansion of the privatization 
programme (begun in mid-1994). Initial measures implemented 
under the Plan significantly reduced the budget deficit by 1997, 
but the sharp decline in international petroleum prices in 1998 
and the early part of 1999 reduced revenues substantially. To 
counter this The Government introduced a series of spending 
cuts, coupled with increased corporate taxation and excise 
duties; a further reduction in expenditure was announced in the 
1999 budget, which none the less forecast a deficit of RO 
631m. However, petroleum prices improvement substantially by 
late 1999 which, combined with the austerity measures 
introduced in 1998 and 1999 seemed likely to result in a 
greatly reduced deficit. The industrial development programme 
continued in 1999 with the completion of a new container 
terminal at Salalah, and other projects under way in that year 
included a fertilizer plant, the construction of gas pipelines and 
a major LNG plant. The privatization programme also 
continued in 1999, with plans for the divestment of Oman's 
utilities being announced at the end of that year. 
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UNITED ARAB EMIRATES (UAE) 
Geography: 
The United Arab Emirates (UAE) lies in the east of the 
Arabian peninsula. It is bordered by Saudi Arabia to the west 
and south and by Oman to the east. In the north the UAE has a 
short frontier with Qatar and a coastline of about 650 km (400 
miles) on the southern shore of the Persian (Arabian) Gulf, 
separated by a detached portion of Omani territory from a small 
section of coast on the western shore of the Gulf of Oman. The 
climate is exceptionally hot in summer, with average maximum 
temperatures exceeding 40°C (104°F) and humidity is very 
high. Winter is wild, with temperature ranging from 17°C 
(62°F) to 20°C (68°F). Average annual rainfall is very low; 
between 100m (4 ins) and 200mm (8 ins). The official language 
is Arabic, spoken by almost all of the native population. Arabs 
are, however, outnumbered by non-Arab immigrants, mainly 
from India, Pakistan, Bangladesh and Iran. According to 
official estimates, UAE nationals represented about 25% of the 
total population in 1994. English is used as a second language 
in commerce. Most of the inhabitants are Muslims, mainly of 
the Sunni sect. The national flag (proportions 2 by 1) has three 
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equal horizontal stripes, of green, white and black, with a 
vertical red stripe at the hoist. The capital is Abu Dhabi / 
Defense: 
In August 1999 the armed forces totalled 65,500 men: an 
army of 59,000, an air force of 4,000 and a navy of 1,500. The 
Union Defence Force and the armed forces of Abu Dhabi, 
Dubai Ras al-Khaimah and Sharjah were formally merged in 
1976, although Abu Dhabi and Dubai still maintain a degree of 
independence. Military service is voluntary. The defense 
budget for 1999 was estimated at AED 14,000m. (US $3,800m). 
Social Welfare: 
Hospital treatment and medical care are provided free to 
nationals throughout the UAE, and grants are provided for 
those needing treatment at specialist centres abroad. The 
Government also operates a system of social welfare benefits. 
In 1998 the UAE had 54 hospital establishment (32 of which 
were under direct control of the Ministry of Health), with a 
total of 6,877 beds. In the same year there were some 4,000 
physicians working in official medical services, and the ratio 
of doctors per head of population was 1600. Federal budget 
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provisions for 1994 allocated AED 1,153m. to health 
(equivalent to 7.3% of total central government expenditure), 
and AED 527m. to social security and welfare (3.6%). 
Education: 
Primary education is compulsory, beginning at six years 
of age and lasting for six years. Secondary education, starting 
at the age of 12, also lasts for six years, comprising two equal 
cycles of three years. As a proportion of all school-age 
children, the total enrolment at primary and secondary schools 
was equivalent to 85% in 1996 (males 85%; females 85%), 
compared with only 61% in 1970. Secondary enrolement 
included 71% of children in the relevant age-group in 1996 
(males 68%; females 74%). Most of the teachers are from other 
Arab countries. In September 1988 four higher colleges of 
technology (two for male and two for female students) opened, 
admitting a total of 425 students, all of whom were citizens of 
the UAE. In 1992 8,668 students were enrolled at the 
University at Al-Ain in Abu Dhabi, or at equivalent 
institutions. Many other students currently receive higher 
education abroad. Federal budget provisions for 1994 allocated 
AED 2,6920m. to education (17.2% of total expenditure by the 
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central Government). Adult illiteracy averaged an estimated 
46.5% (males 41.6%; females 61.9%) in 1975, but, according to 
UNESCO estimates, had decreased to 26.2% (males 26.8%; 
females 24.9%) by 1995. A literacy and adult education 
programme is in operation. 
Economic Affairs: 
In 1995, according to estimates by the World Bank, the 
UAE's gross national product (GNP), measured at average 
1993-95 prices, was US $42,806m., equivalent to US $17,400 
per head. During 1985-95, it was estimated, GNP per head 
declined, in real terms, at an average annual rate of 3.5%. 
During 1990-97 the population increased by an annual average 
of 4.8%. In 1994, according to official figures, about 75% of 
the population were non-UAE nationals. The UAE's gross 
domestic product (GDP) decreased, in real terms, by an 
estimated annual average of 2.0% in 1980-90; but increased by 
an average of 3.4% per year in 1990-97. 
Agriculture (including livestock and fishing) contributed 
an estimated 3.4% of GDP in 1999, and engaged an estimated 
7.6% of the employed population in 1997. The principal crops 
are dates, tomatoes, cucumbers and aubergines. The UAE 
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imports some 70% of food requirements, but is self sufficient 
in salad vegetables, eggs and poultry. Some agricultural 
products are exported on a small scale. Livestock rearing and 
fishing are also important. During 1985-93 agricultural GDP 
increased by an annual average of 8.4%. The sector's GDP 
increased by an estimated 3.5%, in real terms, in 1993. 
Industry (including mining, manufacturing, construction 
and power) contributed an estimated 48.1% of GDP in 1999. 
About 34.5% of the working population were engaged in 
industry in 1997. During 1985-93 industrial GDP increased by 
an annual average of 0.4%; the sector's GDP declined by an 
estimated 2.4% in 1993. 
Mining and quarrying contributed an estimated 25.4% of 
GDP in 1999, and employed an estimated 1.8% of the working 
population in 1997. Petroleum production is the most important 
industry in the UAE, with exports of crude petroleum providing 
an estimated 45% of total export revenues in 1994. At the end 
of 1998 the UAE's proven recoverable reserves of petroleum 
were 97,800m. barrels, representing 9.3% of world reserves. 
Oil revenues were reported to have increased by 11% in 1995, 
to US $9,000m., compared with $8,100m. in 1994. In 1998 
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UAE petroleum production averaged 2.7m. barrels per day. The 
petroleum sector's contribution to GDP declined from 63.% in 
1980 to 34% in 1995. The UAE has large natural gas reserves, 
estimated at 6,000,000m. cu m at the end of 1998 (4,1% of 
world reserves). Most petroleum and natural gas reserves are 
concentrated in Abu Dhabi. Dubai is the second largest 
producer of petroleum in the UAE. Marble and sand are also 
quarried. 
The major heavy industries in the UAE are related to 
hydrocarbons, and activities are concentrated in the Jebel Ali 
Free Zone (in Dubai) and the Jebel Dhanna-Ruwais industrial 
zone in Abu Dhabi. The most important products are residual 
fuel oils, liquefied petroleum gas and distillate fuel oils. There 
are two petroleum refineries in Abu Dhabi, and the emirate has 
'downstream' interest abroad. 
Non-oil manufacturing industry contributed an estimated 
10.3% of GDP in 1997, and employed an estimated 11.8% of 
the working population in that year. The most important sectors 
are aluminium, steel and chemicals. During 1985-93 
manufacturing GDP increased by an annual average of 0.4%; 
the sector's GDP increased, in real terms, by 1.6% in 1993. 
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Electric energy is generated largely by thermal power 
stations, utilizing the UAE's own petroleum and natural gas 
resources. Each of the emirates is responsible for its own 
energy production. In 1994 the total installed capacity of UAE 
power stations was 5,000 MW. 
The services sector contributed an estimated 48.5% of 
GDP in 1999, and engaged an estimated 57.9% of the working 
population in 1997. The establishment of the Jebel Ali Free 
Zone in 1985 enhanced Dubai's reputation as a well-equipped 
entrepot for regional trade, and significant growth in both re-
exports and tourism has been recorded in recent years. During 
1985-93 the GDP of the services sector increased by an annual 
average of 3.4%. The sector's GDP increased by an estimated 
4.6%, in real terms, in 1993. 
TABLE-3.10 
BALANCE OF PAYMENTS (ESTIMATES, MILLION UAE 
DIRHMAS) 
Exports of goods f.o.b. 
Imports of goods c.i.f. 
Trade balance 
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Balance on goods, services and 
income 
Current transfers (net) 
Current balance 
Short-term private capital 
Other capital 























Source: IMF, UAE-Recent Ecotwmic Developments (December 
1998). 
In 1997 (taking re-exports into account) the UAE 
recorded a preliminary surplus of AED 30,300m., and there was 
preliminary surplus of AED 24,600m. on the current account of 




Imports c.i.f. (million UAE 
dirhams) 
Live animals and animal products 
Vegetables Products 
Prepared foodstuffs, beverages, 
spirits, vinegar and tobacco 
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Plastics, rubber and articles 
thereof 
Textiles and textile articles 
Articles of stone, plaster, cement. 
asbestos, mica, etc, ceramic 
products; glass and glassware 
Pearls, precious or semi-precious 
stone precious metals, etc. 
Base metals and articles of base 
metal 
Machinery and mechanical 
appliances; electrical equipment; 
sound and television apparatus 
Vehicles, aircraft, vessels and 
associated transport equipment 
Optical, photographic. 
cinematographic, measuring. 
precision and medical apparatus. 



































Source: IMF, UAE-Recent Economic Developments (December 
(1998) 
Exports f.o.b. (US $ 
million)* 
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Beverages and tobacco 
Beverages 
Crude materials (inedible) 
except fuels 
Metalliferous ores and 
metal scrap 
Mineral fuels, lubricants, 
etc 












Clothing and accessories 
(excl. footwear) 











































Source: UN international Trade Statistics Yearbook. 
Principal Trading Partners (US $ million) 
Imports 
Australia 
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Source: UN, International Trade Statistics Yearbook. 
In 1996 the principal source of imports (9.5%) was the 
USA. Other important suppliers in that year were Japan, the 
United Kingdom, Italy, the Republic of Korea, India and 
Germany. In 1996 the principal market for exports was Japn 
(38.4%). Other important markets in that year were the 
Republic of Korea, Singapore and India. All of Sharjah's 
exports of crude petroleum are taken by the USA. The principal 
exports in 1988 were crude petroleum, natural gas and re-
exports (mainly) machinery and transport equipment). The 
principal exports in 1996 were machinery and mechanical 
appliances, textiles and textile articles, vehicles, aircraft. 
vessels and associated transport equipment, base metals and 
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articles of base metal, products of chemical or allied industries 
and vegetable products. 
In the financial year ending 31 December 1998 a federal 
budgetary deficit of AED 1,498m. (equivalent to some 0.9% of 
GDP) was recorded. The federal budget reflects only about 
one-half of the country's total public expenditure, as the 
individual emirates also have their own budgets for municipal 
expenditure and local projects. Abu Dhabi is the major 
contributor to the federal budget. Annual inflation averaged 
1.1% in 1980-91, and rose to 4.7% per year in 1990-97. 
Consumer prices rose by 3.2% in 1996 and 3.3% in 1997. 
Official sources estimated that about 93% of the work-force 
were non-UAE nationals in 1992. 
The UAE is a member of the Co-operation Council for the 
Arab States of the Gulf (Gulf Co-operation Council -GCC), 
which attempts to encourage regional economic cooperation 
and development; it also belongs to the Organization of Arab 
Petroleum Exporting Countries (OAPEC), and the Organization 
of the Petroleum Exporting Countries (OPEC). The UAE, and 
Abu Dhabi in particular, is a major aid donor. Abu Dhabi 
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disburses loans through the Abu Dhabi Fund for Development 
(ADFD). 
Abu Dhabi and Dubai, the principal petroleum producers 
dominate the economy of the UAE, while the northern emirates 
remain relatively undeveloped, and there is little co-ordination 
in the economic affairs of the emirates. The UAE is less 
dependent than other petroleum-producing countries on the 
hydrocarbons sector (crude oil accounted for only 25% of GDP 
in 1999), and Dubai is of particular importance as an entrepot 
for regional trade. The sharp decline in international petroleum 
prices in 1998 led to predictions of slow economic growth in 
1999. However, by September 1999 prices had increased 
dramatically, and by the end of the year nominal GDP was 
estimated to have grown by some 10% in 1999, compared with 
a contraction of 6% in 1998. As a result of the increase in 
petroleum prices, in March 2000 OPEC output quotas were 
revised and the UAE's quota was increased to 2.2m. b/d. 
Despite the expected decline in Government revenue in 1999, 
no expenditure cuts were enforced, with the emirates focusing 
instead on ways to maximize revenues; Abu Dhabi continued 
with its privatization programme, divesting the electricity and 
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water sector along with telecommunications; Dubai encouraged 
self-reliance and greater profitability among its state 
enterprises; and the northern emirates continued to expand non-
oil sector activities. Following a sharp decline in values on the 
informal stock exchange in mid-1998, an official stock 
exchange was inaugurated in Dubai in March 2000; a second 
exchange was scheduled to open in Abu Dhabi in July. 
KUWAIT: 
Kuwait lies at the northwest corner of the Arabian Gulf, 
between Latitudes 28^ and 30 N and between longitude 46° 
and 48° E. The north and west it shares a border of 240 km 
(149 miles) with the republic of Iraq, and to the south and 
southwest it shares a border of 250 km (155 miles) with the 
kingdom of Saudi Arabia. To the east it has a coastline of 290 
km on the Arabian Gulf.^ 
RECENT HISTORY: 
Kuwait became fully independent on June 19, 1961, when 
the United Kingdom and Kuwait terminated the 1899 treaty by 
mutual agreement, The Ruler Took the title of Amir and 
Assumed full executive power. Kuwait's first election took 
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place in December, 1961, when voters chose 20 membes of a 
Constituent Assembly (the other members being cabinet 
minister appointed by the Amir). The Assembly drafted a new 
Constitution, which was adopted in December, 1962. 
On August 2, 1990 Iraqi forces invaded the country, 
meeting little resistance, and the president Mr. Saddam of Iraq 
declared the annexation of Kuwait on August 8, 1990. 
Following the expire of the date required by the UN for the 
withdrawal of Iraqi forces on January 15, 1991, an air offensive 
was launched by coalition forces against targets in Kuwait, 
followed by a land attack on February 24. Iraqi forces were 
routed, and Kuwait City was liberated on February 26, Iraq 
withdrew all its forces from Kuwait. On November 10 1994 
Iraq recognized the independence and boundaries of Kuwait. 
Government: 
Under the 1962 Constitution, executive power is vested in 
the Amir, the Head of State (who is chosen by and from 
members of the ruling family), and is exercised through the 
Council of Ministers. The Amir appoints the Prime Minister 
and, on the latter's recommendation, other ministers. 
Legislative power is vested in the unicameral Majlis al-Umma 
Chapter Three: Socio and Economic Conditions of Gulf Countries {203} 
(National Assembly), with 50 elected members who serve for 
four years (subject to dissolution). Only literate adult male 
Kuwaiti citizens, excluding members of the armed forces, may 
vote. Those eligible to vote comprised only 15% of the adult 
population in 1992; however, legislation was approved by the 
Majlis in 1994 to enfranchise sons of naturalized Kuwaits. (In 
July 1995 the Majlis approved legislation reducing the 
minimum period after which naturalized Kuwaits would become 
eligible to vote from 30 years to 20 years). The country is 
divided administratively into six governorates. 
Defence: 
In August 1999 Kuwait's active armed forces numbered 
15,300; a land army of 11,000 (including 1,600 foreign 
personnel), an air force of an estimated 2,500, a navy of an 
estimated 1800, as well as reserve forces of 23,700. 
Paramilitary forces comprised a 5,000-strong national guard 
and a coastguard. There is a two year period of compulsory 
military service (one year for university students). Government 
expenditure on defense in 1997/98 was KD 711m. (20.3% of 
total spending). Capital expenditure on defense procurement in 
1992-2002 was to total some KD 3,500m. UNIKOM members 
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(unarmed troops and observers) in Kuwait numbered some 
1,058 at August 1999; additionally, a US force of 5,190 was 
stationed in Kuwait (3,000 army, 2,100 air force, 10 navy and 
80 marines). 
Social Welfare: 
With the help of large government renews from 
petroleum, Kuwait has developed a comprehensive system of 
social benefits and welfare. A Public Assistance Law covers all 
Kuwaiti nationals. Medical treatment was provided free of 
charge until 1984, when it was announced that 40% of the cost 
of medical treatment was to be borne by the patient. In 1996 
there were 16 hospital establishments, and in that year there 
were 4,973 hospital beds (28.4 per 10,000 inhabitants). In 1995 
there were 3,364 physicians (19.2 per 10,000 inhabitants) 
working in the country. Of total expenditure by the central 
Government in 1997/98, KD 260m. (7.4%) was for health, and 
a further KD 653m. (18.6%) for social security and welfare. 
Education: 
Education is compulsory for eight years between the ages 
of six and 14. Although private schools exist, state education is 
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free, and is graded into pre-primary (for children between four 
and six years of age), primary (for children aged six to 10), 
intermediate (10 to 14) and secondary (14 to 18). In 1997 
enrolment at primary schools was equivalent to 77% for 
children in the relevant age-group (males 78%; females 77%), 
while secondary enrolment was equivalent to 65% of children 
in the relevant age-group (males 64%; females 66%). There is 
a teacher-training college, a technical college, and a university 
(which had some 16,000 enrolled students in 1996/97). In 
addition, more than 4,500 Kuwaiti students receive education 
abroad. Expenditure on education by the central Government in 
1997/98 was KD 419m. (11.9% of total expenditure). 
In 1995, according to estimates by UNESCO, the average 
rate of adult illiteracy was 20.7% (males 17.7%; females 
24.0%). 
Economic Affairs: 
In 1995, according to estimates by the World Bank, 
Kuwiat's gross national product (GNP), measured at average 
1993-95 prices, was US $28,941m., equivalent to $17,390 per 
head. During 1985-95, it was estimated, GNP per head 
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increased, in real term, at an average annual rate of 0.9%. Over 
the same period the population decreased by an annual average 
of 0.7%, with the decline in the total population after 1990 
more than offsetting population growth in previous years. In 
1990-97, according to the World Bank, the population declined 
by an average of 2.3% per year. At mid-1998 Kuwaiti nationals 
accounted for an estimated 41.1% of the total population. 
According to preliminary World Bank data, GNP in 1997 was 
$35,152m. ($22,110 per head). Kuwait's gross domestic product 
(GDP) increased, in real terms, at an average annual rate of 
0.9% in 1980-90. Real GDP was estimated to have declined by 
some 10% annually in 1990-92. However, the gradual increase 
in oil production following reconstruction contributed to a 
renewed period of economic advance after 1992, and average 
annual GDP growth in 1990-95 was estimated by the World 
Bank at 12.2%. Growth was 1.0% in 1995. 
Agriculture (including hunting, forestry and fishing) 
contributed 0.5% of GDP in 1998. About 1.0% of the labour 
force where employed in the sector in 1998. The principal 
crops are cucumbers and gherking, tomatoes and onions. Owing 
to scarcity of water, little grain is produced, and the bulk of 
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food requirements are imported. (Imports of food and live 
animals accounted for 13.6% of merchandise imports in 1998.) 
Livestock, poultry and fishing are also important. During 1989-
94 agricultural GDP decreased by an average of 8.5% per year. 
Industry (including mining, manufacturing, construction 
and power) provided 44.6% of GDP in 1998, and employed 
28.8% of the labour force in 1990. During 1989-94 industrial 
GDP increased at an average annual rate of 2.9%. 
Mining and quarrying contributed 30.0% of GDP in 1998, 
although the sector engaged only 0.9% of the labour force in 
1990. The production of petroleum and its derivatives is the 
most important industry in Kuwait, providing 88.7% of export 
revenue in 1998. At the end of 1998 the country's proven 
recoverable reserves of petroleum were 96,500m. barrels, 
representing about 9.2% of world reserves. Kuwait's petroleum 
production averaged 2.18m. barrels per day (b/d) in 1998, 
although in March 1999 its production quota, as agreed by the 
Organization of the petroleum Exporting Countries (OPEC) was 
further reduced to 1.84mm b/d,as part of ongoing efforts by 
petroleum-producing countries to increase international oil 
prices. In 1999 production averaged 1.89m. b/d. From 1 April 
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2000, following an OPEC agreement in March, Kuwait's 
production quota was increased to 2.0m. b/d. Kuwait aimed to 
increase its production capacity from 2.4m. b/d in 1999 to 
3.5m. b/d by 2005. There are significant reserves of natural gas 
(1,490,00m. cu m at the end of 1998) associated with the 
petroleum deposits. During 1989-94 the GDP of the mining 
sector increased at an average rat of 2.9% per year. 
Manufacturing provided 11.6% of GDP in 1998, and 
employed 7.9% of the labour force in 1990. Petroleum 
refineries accounted for 68.4% of manufacturing activity, 
measured by gross value of output, in 1995. Of the other 
branches of manufacturing, the most important are the 
production of building materials (and related activities such as 
aluminum extrusion), fertilizer production, food processing and 
the extraction of salt and chlorine. During 1989-94 
manufacturing GDP declined at an average annual rate of 0.2%. 
Electrical energy is generated by using Kuwait's own 
petroleum and natural gas resources, and imports of gas. (The 
value of fuel imports in 1997 was equivalent to less than 1% of 
the value of total merchandise imports). The demand for power 
in Kuwait increases by an annual average of some 7%. Total 
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installed electricity-generating capacity was expected to 
increase from 6,898 MW in 1995 to 9298 MW by the end of 
1999 owing to the completion of a 2,400 MW plant at Subiya; 
however, the propsed 2,400 MW az-Zour plant remained at the 
planning stage in early 2000. It was estimated that further 
capacity of 5,000 MW would be required by 2006. 
Services employed 69.5% of the labour force in 1990 and 
provided an estimated 54.9% of GDP in 1998. The combined 
GDP of the service sectors increased at an average rate of 0.9% 
per year during 1989-94. Kuwait's second most important 
source of revenue is investment abroad (the total value of 
which was estimated to be in excess of US $45,000m. in the 
late 1990s) both in petroleum-related ventures and in other 
industries, chiefly in the USA. Western Europe and Japan; 
many such investments are held by the Reserve Fund for Future 
Generations (RFFG-to which 10% of petroleum revenues must 
by law be contributed each year, and which is intended to 
provide an income in the future, after hydrocarbon resources 
have been exhausted) and managed by the Kuwait Investment 
Authority (KIA). Prior to the Iraqi invasion the value of the 
RFFG was belived to have been some $100,000m. 
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In 1998 Kuwait recorded a visible trade surplus of US 
$l,903m., and thre was a surplus of $2,529m. on the current 
account of the balance of payments. In 1998 the principal 
source of imports (15.4%) was the USA; other important 
suppliers in that year were Japan, Germany, Saudi Arabia, Italy 
and th United Kingdom. The principal market for exports in 
1987 was Japan (16.8%); other important purchasers in that 
year were Italy and the Netherlands. The major markets for 
non-petroleum exports in 1998 included Saudi Arabia (11.7%), 
the United Arab Emirates, India and Egypt. The principal 
exports are petroleum and petroleum products. The principals 
imports are machinery and transport equipment (particularly 
electrical machinery and road vehicles), basic manufactures 
(especially iron and steel, and textiles) and other manufactured 
goods, food and live animals, and chemicals and related 
products. 
A budget deficit of KD 70m. (not including spending on 
defense procurement, debt repayments or investment income) 
was recorded for the financial year ending 30 June 1998. 
Kuwait's total external debt in mid-1996 was estimated to be 
equivalent to 8.5% of GDP. The average annual rate of 
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inflation was 1.6% in 1985-89, and 3.1% in 1989-98. Inflation 
averaged 3.6% in 1996 and decreased to 0.7% in 1997 and to 
0.2% in 1998. National unemployment was estimated at only 
1.4% in the mid-1990s, although underemployment was 
unofficially estimated to be in excess of 50%. 
Kuwait is a member of the co-operation council for the 
Arab States of the Gulf (Gulf Co-operation Council, GCC), and 
the Council of Arab Economic Unity; it also belongs to the 
Organization of Arab Petroleum Exporting Countries (OAPEC), 
and to OPEC. Kuwiat is a major aid donor, disbursing loans to 
developing countries through the Kuwait Fund for Arab 
Economic Development (KFAED) and the Arab Fund for 
Economic and Social Development (AFESD). 
Kuwait has a number of fundamental weaknesses in its 
economic structure: instability in its relations with Iraq have 
necessitated a high level of defense expenditure; reliance on oil 
revenues has impeded diversification into other industrial 
activities; and its constitutional commitment to provide 
employment for all Kuwaiti's has resulted in a heavy burden 
on government spending (it has been calculated that about 84% 
of the annual budget is allocated to salaries and subsidies). In 
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1999, in an attempt to address the problem of employment 
expenditure, the Government proposed new taxes for companies 
and expatriate workers that would be used to create an 
employment fund to facilitate private-sector work for Kuwaitis. 
The value of the Kuwiat Stock Exchange declined in that year, 
and in November reached its lowest level since 1996; its value 
was expected to increase in 2000 owing to new laws allowing 
non-GCC investors to enter the market and criminalizing 
insider trading. During 1999 plans by the Kuwait Petroleum 
Company (KPC) to allow foreign participation in a 
development project, valued at US $7,000m., for the northern 
oilfields made little progress; the KPC had yet to set a 
timetable for the project, which aimed to increase production 
from 400,000 barrels per day (b/d) to 900,000 b/d by 2005. 
Approval by the Majlis was also required, and many Kuwaitis 
remained opposed to any foreign involvement in the petroleum 
sector, despite assurances that all reserves would remain 
Kuwaiti-owned. Production cuts by OPEC members during 
1998-99 succeeded in restoring international oil prices, 
Kuwait's actual budget deficit for 1998-99 was thus 
significantly lower than forecast; a budget surplus was forecast 
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for 1999/2000. Overall GDP was expected to increase in 1999 
and in 2000, as petroleum prices recovered, and the non-oil 
sector also continued to expand. Despite the improving 
economic situation, further reforms, notably to address the 
issues of privatization, state employment and dependence on 
oil revenues, would be necessary for the long-term success of 
the Kuwaiti economy. 
BAHRAIN 
The state of Bahrain is composed of a group of 35 islands 
with an area of approximately 255 square miles. It lines half 
way down the Gulf, 15 miles east of Saudi Arabia and 17 miles 
north of Qatar. Most of the estimated population of 250,000 
live an the largest island of Bahrain. Its capital is rename, 
which is connected by causeway to the adjacent island of 
Muharraq. Bahrain strikes a precise balance between East and 
West. In a supermarket or a night-club is seems like somewhere 
in Europe.^ 
Although Bahrain is today poor compared to its wealthy 
neighbours, it used to see the most progressive place in the 
Gulf. Babylonian texts referred to xi as "Dilneun" earthy 
paradise and rendevaous of goods. In trust because of its 
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strategic location plentiful fresh water and a flourishing pearl 
industry, the island was frequently besieged. 
Bahrain has passed through three provides of great 
wealth. The copper age, the pearl age and the oil age, but it 
was most prosperous during the copper Age (from 3000 BC), 
where it was one of the most important trading countries in the 
ancient worked. Most of the evidence is buried under the 
dunes, but a vast cemetery of more than 10,000 graves shows 
that its inhabitants must have been well-off-since only an 
affluent society or what is the largest tumulus individual tambs 
in what is the largest tumutup cemetery in the world. 
Defense: 
Military service is voluntary. In August 1999 the Bahraini 
Defense Force consisted of some 11,000 men (8,500 army, 
1,000 navy, 1,500 air force). There were also paramilitary 
forces of an estimated 10,150 men (9,000 police, 900 national 
guard, 250 coastguard). The defense budget for 1999 was 
estimated at BD 115m. 
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Social Welfare: 
The state-administered medical service provides 
comprehensive treatment for all residents, including 
expatriates. There are also physicians, dentists and opticians in 
private practice. In 1988 Bahrain had 1,445 hospital beds. In 
that year there were seven hospitals, 19 government health 
centres and seven government maternity centres. A social 
security law covers pensions, industrial accidents, sickness, 
unemployment, maternity and family allowances. In the early 
1990s there were 11 physicians per 100,000 inhabitants and 
289 nursing personnel per 100,000 inhabitants working in the 
country. Of total expenditure by the central Government in 
1997, BD 61.2m (10.1%) was for health, and a further BD 
24.4m. (3.9%) for social security and welfare. 
Education: 
Education is compulsory for nine years between the ages 
of six and 14 and is available free for charge. Private and 
religious education are also available. The education system is 
composed of three different stages: primary and intermediate 
schooling, which together form basic education, and secondary 
schooling. Primary education lasts for six years form the age of 
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six; it is divided into two cycles, each comprising three years. 
Intermediate education lasts for three years, between the ages 
of 12 and 14. Entry to secondary education, which comprises 
three years between the ages of 15 and 17, is conditional on 
obtaining the Intermediate School Certificate or its equivalent. 
The student chooses between five curriculums: science, 
literature, commerce, applied curriculums (five branches) and a 
technical curriculum. The university of Bahrain, established by 
Amiri decree in 1986, comprises five colleges: the College of 
Engineering, the College of Arts, the College of Science, the 
College of Education and the college of Business and 
Management. About 8,160 students were enrolled at the 
university in 1998. The Arabian Gulf University (AGU), funded 
by seven Arab Governments, also provides higher education. In 
1998 it comprised two colleges: the Medicine and Medical 
Sciences College and the Post-Graduate College. The 
University campus is due to be completed at the end of 2006, 
and will accommodate 5,000 students. In 1998 557 students 
were enrolled at the AGU. The College of Health Sciences 
provides post-secondary education and was attended by 696 
students in 1998. In 1996 enrolment at primary, intermediate 
Chapter Three: Socio and Economic Conditions of Gulf Countries {217} 
and secondary levels was 97.8% (males 97.6%; females 97.9%), 
96.0%, (males 96.4%; females 95.5%) and 95.0% (males 
90.2%; females 99.9%), respectively, of the relevant age-
groups. Expenditure on education by the central Government in 
1997 was BD 48.8m. (13.7% of total expenditure). According 
to UNESCO estimates, the average rate of adult illiteracy in 
1995 was 14.8% (males 10.9%; females 20.6%). 
Economic Affairs: 
In 1995, according to estimates by the World Bank, 
Bahrain's gross national product (GNP), measured at average 
1993-95 prices, was US $4,525m., equivalent to $7,840 per 
head. During 1985-95, it was estimated, GNP per head 
increased, in real terms, at an average rate of 0.6% per year, 
while the population increased at an average annual rate of 
3.4%. In 1998 GNP was estimated at $4,912m. ($7,660 per 
head). During 1991-96 the country's gross domestic product 
(GDP) increased, in real terms, an average rate of 4.7% per 
year. 
Agriculture and fishing engaged an estimated 1.1% of the 
employed labour force in 1998, and contributed 1.0% of GDP 
in 1995. The principal crops are dates and tomatoes. Poultry 
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production is also important. Agricultural GDP increased, in 
real terms, at an average annual rate of 2.4% during 1985-94. 
Industry (comprising mining, manufacturing, construction 
and utilities) engaged 28.2% of the employed labour force in 
1991, and provided 44.0% of GDP in 1995. Industrial GDP 
increased, in real terms, at an average annual rate of 4.0% 
during 1985-94. 
Mining and quarrying engaged 1.7% of the employed 
labour force in 1991, and contributed 15.8% of GDP in 1995. 
The major mining activities are the exploitation of petroleum 
and natural gas. At 1994 levels of production (105,000 barrels 
per day), Bahrain's known reserves of crude petroleum will 
have been exhausted by 2000. By the end of 1998 petroleum 
production had declined to 37,674 barrels per day. There are 
sufficient reserves of natural gas to maintain the 1998 output 
level (7,900m. cu m) for 15.0 years. In real terms the GDP of 
the mining sector increased at an average rate of 2.0% per year 
during 1985-94. 
In 1991 manufacturing engaged 12.6% of the employed 
labour force; the sector provided 20.5% of GDP in 1995. 
Important industries include the petroleum refinery at Sitra, 
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aluminium (Bahrain is the region's largest producer) and 
aluminium related enterprises, shipbuilding, iron and steel and 
chemicals. Since the mid-1980s the Government has 
encouraged the development of light industry. Manufacturing 
GDP increased at an average annual rate of 7 .1% during 1985-
94. 
Industrial expansion has resulted in energy demands 
which threaten to exceed the country's 1,126-MW total 
installed generating capacity, particularly as not all of the 
installed capacity is operational, owing to the advanced age of 
a number of stations. A programme of refurbishment and 
expansion, which included private-sector funding, had begun 
by 1999. Despite these improvements, and an agreement with 
Aluminium Bahrain to provide an additional 275 M annually 
until 2004, it was estimated that a further 560 MW would be 
required by 2006. 
Banking is a major source of Bahrain's prosperity. Since 
the mid-1970s the Government has licensed 'offshore' banking 
units (OBUs). Largely owing to regional instability, by 1997 
the number of OBUs had declined to 47, compared with 56 
prior to the Iraqi invasion and occupation of Kuwait in 1990-
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91, and 74 in mid-1985. Despite the decline in banking 
activity, the GDP of the services sector increased, in real 
terms, at an average annual rate of 2.6% during 1985-94. The 
sector contributed 54.9% of GDP in 1995. A stock exchange 
was inaugurated in Bahrain in 1989. It has since been linked to 
the Oman and Jordan Stock Exchanges (with each other's shares 
listed under reciprocal agreements), and in 1997 plans were 
announced to link it to the Kuwait Stock Exchange. 
Balance of Payments: 
(US$ million, 1998): Exports of goods f.o.b. 3,270.2; 
Imports of goods f.o.b. -3,198.9; Trade balance 71.3; Exports 
of services 769.1; Imports of Services -739.9; Balance on 
goods and services 100.5; Other income receive 4,768.1; Other 
income paid -5,250.8; Balance on goods services and income -
383.2; Current transfers received 65.2; Current transfers paid -
725.0; Current balance -1,042.0; Capital account (net) 100.0; 
Direct investment abroad -180.9; Direct investment from 
abroad -2,135.6; Portfolio investment assets -1221.3; Portfolio 
investment liabilities 608.5; other investments 14,634.4; other 
investment liabilities 17,692.3; Net errors and omissions 798.8; 
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Overall balance 16.6. Source: IMF, International Financial 
Statistics. 
In 1998 Bahrain recorded a visible trade surplus of US 
$71.3m. and there was a deficit of $ 1,042m. on the current 
account of the balance of payments. 
EXTERNAL TRADE: 
Total Trade (BD million): Imports c.i.f: 1,606.6 in 1996; 
1,513.6 in 1997; 1,301.9 in 1998. Exports: 1,767.1 in 1996; 
1,648.2 in 1997; 1,229.2 in 1998. Source: IMF, International 
Financial Statistics. 
Principal Commodities (BD million, 1997): Imports c.if.: Live 
animals and animal products 45.6; Vegetable products 53.0; 
Prepared foodstuffs, beverages, spirits, vinegar and tobacco 
65.0; Mineral products 50.6; Products of chemical or allied 
industries 142,3; Plastics, rubber and articles thereof 32.2; 
Paper making material, paper and paperboard and articles 
thereof 28,4; Textiles and textile articles 70.3; Articles of 
stone, plaster, cement, asbestos, mica, etc. cermaic products, 
glass and glassware 23.2; Base metals and articles thereof 95.7; 
Machinery and mechanical appliances, electrical equipment, 
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sound and television apparatus 210.5; Vehicles, aircraft, 
vessels and associated transport equipment 76.0; Optical, 
photographic, cinematographic, measuring, precision and 
medical appratus, clocks and wathces, musical instruments 
21.5; Miscellaneous manufactured articles 30.4; Total (incl. 
others) 984.5. Exports f.o.b.: Products of chemicals and allied 
industries 56.4; Paper making material, paper and paperboard, 
and articles thereof 14.7; Textiles and textile articles 54.0; 
Base metals and articles of base metal 416.4; Machinery and 
mechanical appliances, electrical equipment, sound and 
television apparatus 13.4; Vehicles, aircraft, vessels and 
associated transport equipment 12.7; Total (incl. others) 627.5. 
Note Figures exclude trade in petroleum. 
Principal Trading Partners: 
(Provisional figures BD million, 1998): Imports c.i.f.: 
Australia 104.0; France 38.0; Germany 60.6; India 33.5; Italy 
61.4; Japan 122A; Saudi Arabia 76.4; United Arab Emirates 
35.7; United Kingdom 79.3; USA 110.5; Total (incl. others) 
1,066.9. Exports fo.b.: India 34.5; Italy 14.4; Japan 54.2; 
Republic of Korea 25.9; Kuwait 17.9; Netherlands 17.7; Saudi 
Arabia 100.5; Taiwan 32.1; United Arab Emirates 25.7; USA 
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74.0; Total (incl. others) 556.9, excl. re-exports (35.7) Note: 
Figures exclude trade in petroleum. 
In 1998 the principal sources of non-petroleum imports 
were Japan (accounting for 11.5% of the total), the USA 
(10.4%), Australia, the United Kingdom, Saudi Arabia, Italy 
and Germany. Saudi Arabia also provided most of Bahrain's 
petroleum imports (and accounted for 50.8% of all import in 
1990). Saudi Arabia was the principal customer for Bahrain's 
non-petroleum exports (18.0% of the total) in 1998; other 
important markets were the USA (13.3%), Japan, India and 
Taiwan. The principal exprots are petroleum, petroleum 
products and aluminium. Sales of petroleum and petroleum 
products provided 67.2% of total export earnings in 1996. The 
principal import is crude petroleum (for domestic refining), 
accounting for 41.8% of total imports in 1996. The main 
category of non-petroleum imports (21.4% in 1997) is 
machinery and transport equipment. 
In the financial year ending 31 December 1997 there was 
a budgetary deficit of BD 125.2m (equivalent to 5.5% of GDP). 
The average annual rate of inflation was 1.1% in 1990-96; 
consumer prices increased by an annual average of 2.7% in 
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1995, but decreased by an annual average of 0.2% in 1996. 
About 60% of the labour force were expatriates in 1994. The 
official rate of unemployment among the national labour force 
was 1.8% in late 1995; however, Western diplomats estimated 
the level of unemployment to have reached 25%-30%. 
Bahrain is a member of the Gulf Co-operation Council 
(GCC), which seeks to co-ordinate defense strategy and to 
promote freer trading and co-operative economic protection 
among Gulf states. The country is also a member of the 
Organization of Arab Petroleum Exporting Countries (OAPEC), 
the Arab Monetary Fund and the Islamic Development Bank. 
In recognition of the fact that Bahrain's reserves of 
petroleum and natural gas are nearing exhaustion, the 
Government has introduced measures both to diversity the 
country's industrial base and to attract wider foreign 
investment. During the 1990s the Government continued to 
encourage the greater participation of the private sector in 
economic development and indicated that it would adopt a 
gradual approach to the privatization of state enterprises 
(excluding the petroleum sector), and would prioritize 
employment opportunities for Bahrain nationals. By early 1997 
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the Government had announced a three-year development 
program, which included the proposed creation of a port and 
free-trade zone at Hidd on Muharraq island, a new power-
station and desalination plant, and the renovation of Bahrain's 
international airport. In 1998 plans were announced for the 
expansion of tourism facilities on Ad-Dar island, and for a 
seven-year investment programme in the power and water 
sector, projected to cost an estimated BD 700m. by 1999 work 
had begun on the port and industrial area at Hidd as well as on 
the power and water complex, which was scheduled for 
completion by 2005. The two year budget for 1999-2000 
forecast a deficit of some BD 320m., double that forecast for 
1997-98, as a result of a sharp decline in world petroleum 
prices in 1998. However, following an agreement by both 
OPEC and non-OPEC producers to cut production from April 
1999, petroleum prices improved considerably and seemed 
likely to result in a greatly reduced deficit for 1999. 
QATAR 
The State of Qatar occupies a peninsula, projecting 
northwards from the Arabian mainland, on the west coast of the 
Persian (Arabian) Gulf. It is bordered, to the south, by Saudi 
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Arabia and the United Arab Emirates. The archipelago of 
Bahrain lies to the north-west. On the opposite side o the Gulf 
lies Iran. The climate is exceptionally hot in the summer, when 
temperatures may reach 49°C (120°F), with high humidity on 
the coast; conditions are relatively mild in the winter. Rainfall 
is negligible. The official language is Arabic, although English 
is also spoken in business and official circles. Almost all of the 
inhabitants are adherents of Islam. Native Qataris, who 
comprise less than one-third of the total population, belong 
mainly to the strictly orthodox Wahhabi sect of Sunni Muslims. 
The national flag (proportions 28 by 11) is maroon, with a 
broad vertical white stripe at the hoist, the two colours being 
separated by serrated line. The capital is Doha.^ 
Government: 
Qatar is an absolute monarchy, with full powers vested in 
the Amir as Head of State. A provisional Constitution took 
effect in 1970. Executive power is exercised by the Council of 
Ministers, which is appointed by the Head of State. An 
Advisory Council was formed in April 1972, with 20 nominated 
members, and was expanded to 30 members in 1975 and to 35 
members in 1988. The Advisory Council's constitutional 
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entitlements include the power to debate legislation drafted by 
the Council of Ministers before ratification and promulgation. 
It also has the power to request ministerial statements on 
matters of general and specific policy, including the draft 
budget. In March 1999 elections took place, by universal adult 
suffrage, for a 29 member Municipal Council which was to 
have a consultative role in the operations of the Ministry of 
Municipal Affairs and Agriculture, and in July a 32-member 
constitutional committee was established to draft a new 
constitution by 2002. 
Defense: 
In August 1999 the armed forces comprised an estimated 
11,800 men: an army of 8,500, a navy of an estimated 1,800 
(including Marine Police) and an air force of 1,500. The 
defence budget for 1999 was estimated at QR 4,700m. 
Social Welfare: 
Free health services are provided to all residents, whether 
Qatari or non-Qatari, and fixed monthly allowances are paid to 
widows, divorcees, orphans and the elderly. Social welfare 
payments amounted to QR 77,537,200 in 1994. In 1995 there 
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were 804 physicians working in official medical services. The 
Hamad General Hospital has 630 beds. In 1995 there were 25 
health centres and four out-patient clinics. The Ar-Rumailah 
Hospital has 224 beds for geriatric care and rehabilitation of 
the handicapped, in addition there is a hospital for women, 
offering 288 beds. Construction of the first private hospital was 
due to commence in 1996, and in 1997 a contract for the design 
and operation of a cancer treatment clinic was signed. The 
1996/97 budget allocated QR 272.6m to social services and 
health (11.3% of total capita expenditure). 
Education: 
A state system was introduced in 1956. Education is free 
at all levels, although not compulsory. Primary education 
begins at six years of age and lasts for six years. The next level 
of education, beginning at the age of 12, is divided into two 
cycles of three years (preparatory and secondary). In 1995 the 
equivalent of 86% of children in the relevant age-group (boys 
87%; girls 86%) were enrolled at primary schools, while the 
comparable ratio for secondary enrolment was equivalent to 
80% (boys 80%; girls 79%). In the academic year 1995/96 there 
were 8,271 students and a teaching staff of 645 at the 
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University of Qatar. Government expenditure on education in 
1994 was QR 889m. The average rate of adult illiteracy in 1995 
was estimated by UNESCO to be 20.7% (males 21.0%; females 
20.0%). 
Pre-primary (1995-96): 64 schools; 321 teachers; 7,018 
pupils. 
Primary (1995/96): 174 schools; 5,864 teachers; 53,631 pupils. 
Secondary: (1994/95): 126 schools (general 123, vocational 3, 
1993/94); 3,858 teachers (general 3,738, vocational 120); 
(1995/96) 38,594 pupils (general 37,924, vocational 670). 
University: (1996/97): 1 institution; 634 teaching staff; 8,475 
students. 
Source: UNESCO, Statistical Yearbook. 
Economic Affairs: 
In 1995, according to estimates by the World Bank, 
Qatar's gross national product (GNP), measured at average 
1993-95 prices, was US$7,448m., equivalent to $11,600 per 
head. During 1985-95, it was estimated, GNP per head 
declined, in real terms, at an average rate of 2.6% per year. 
This decrease was partly attributable to a high rate of 
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population growth, which averaged 5.6% per year during 1990-
97 (caused mainly by an influx of immigrant labour). The 
World Bank estimated total GNP at $7,429m. in 1997, 
equivalent to $11,570 per head. Non-Qataris accounted for 
more than 70% of the total population in the mid-1990s. 
According to official figures, Qatar's gross domestic product 
(GDP) increased, in real terms, at an average rate of 3.0% per 
year during 1985-94. According to the UN Economic and 
Social Commission for Western Asia, real GDP increased by 
1.4% in 1995 and by an estimated 3.2% in 1996. 
Agriculture (including fishing) contributed an estimated 
0.8% of GDP in 1998, and employed an estimated 1.6% of the 
economically active population in 1998.All agricultural land is 
owned by most farm managers are immigrants employing a 
largely expatriate work-force. The principal crops are cereals, 
vegetables and dates. Qatar is self-sufficient in winter 
vegetables and nearly self-sufficient in summer vegetables. 
Some vegetables are exported to other Gulf countries. The 
Government has prioritized education in agricultural techniques 
and experimentation with unconventional methods of 
cultivation (including the use of sea water and solar energy to 
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produce sand-based crops). Livestock rearing and fishing are 
also practiced. In real terms, the GDP of the agricultural sector 
increased at an average annual rate of 1.5% during 1985-94. 
However, agricultural GDP declined by 31.5% in 1994. 
Industry (including mining, manufacturing, construction 
and power) contributed an estimated 54.8% of GDP in 1998, 
and employed 32.2% of the economically active population at 
March 1986. Industrial GDP increased, in real terms, by an 
average of 4 .1% per year during 1985-94; in 1994 industrial 
GDP increased by 3.2%. 
The extraction of petroleum and natural gas provided an 
estimated 36.8% of GDP in 1998, and mining and quarrying 
employed 2.4% of the economically active population at March 
1986. Petroleum is currently the major mineral export, but 
proven recoverable crude petroleum reserves at the end of 1998 
were only 3,700m. barrels (sufficient to maintain production 
for 13.3 years at 1998 levels). During 1998-99 Qatar, as a 
member of the Organization of the Petroleum Exporting 
Countries (OPEC) agreed to reduce output-to 593,000 barrels 
per day (b/d) from March 1999- as part of efforts to arrest the 
sharp decline in international petroleum prices. By late 1999, 
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following a recovery in international petroleum prices, Qatar's 
production was estimated to have increased by some 20,000-
40,000 b/d, and following the 109^^ OPEC Conference in March 
2000, Qatar's official quota was increased to 640,000 b/d with 
effect from April. Several types of petroleum derivatives are 
produced, including light gas oil, fuel oil, and gasoline. Proven 
gas reserves were 8,490,000m. cum at the end of 1998 
(representing 5.8% of known world reserves at that date), 
primarily located in the North Field, the world's largest gas 
reserve not associated with petroleum. Production in 1998 was 
20,000m., c um. Extraction of gas from the North Field began 
in September 1991, initially at a rate of some 22:67m cu m per 
day (mainly for domestic consumption). By 1997 a second 
phase of North Field development(the construction of liquefied 
natural gas LNG-production and export facilities at Ras Laffan) 
had been completed. The real GDP of the petroleum and gas 
sector increased at an average annual rate of 3.6% in 1985-94. 
However, the sector's GDP declined by 4.6% in 1993 and by 
4.5% in 1994. 
Manufacturing contributed an estimated 9.0% of GDP in 
1998, and the sector employed 6.9% of the economically active 
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population at March 1986. In 1994 the major branches of 
manufacturing (measured by gross value of output) were 
petroleum refining (25.4% of the total), industrial chemicals 
(24.0%), and iron and steel (13.9%). Other important activities 
include the production of flour, cement, concrete, plastics, 
textiles and footwear, household articles and paint. 
Manufacturing GDP increased, in real terms, by an average of 
4.3% per year in 1985-94; the sector's GDP rose by 3.3% in 
1994. 
Petroleum was the principal source of energy until the 
early 1990s, but was to be replaced by gas following the 
inauguration of the North Field. Solar energy is being 
developed in conjunction with desalination. 
The services sector contributed an estimated 44.5% of 
GDP in 1998 and engaged 64.4% of the employed labour force 
at March 1986. The establishment of a formal stock exchange 
(which commenced trading in 1997) was expected to stimulate 
further activity in the sector. The GDP of the services sector 
increased by an average of 2.2% per year in 1985-94; growth in 
the sector's GDP was 2.7% in 1994. 
Balance of Payments:(estimates,QR million, 1998) 
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Exports f.o.b. 18,311; Imports f.o.b. -11,177; Trade 
Balance 7,134; Services, private and official transfers (net)-
8,792; Current balance 1,658; Capital (net) 458; Overall 
balance 1,200. 
EXTERNAL TRADE 
Imports f.o.b.: (QR million): 9,406 in 1996; 10,893 in 1997; 
11,177 (estimate) in 1998. 
Exports f.o.b. (QR million): 13,952 in 1996; 14,036 in 1997; 
18,311 (estimate) in 1998. 
Principal Commodities (distribution by SITC, QR million): 
Imports c.i.f. (1998): Food and live animals 1,126.7; Crude 
materials (inedible) except fuels 322.4; Chemicals and related 
products 666.7; Basic manufactures 3,142.5; Machinery and 
transport equipment 5,816.8; Miscellaneous manufactured 
articles 1,116.1; Total (including others) 12,407.2. Exports 
f.o.b. (1994): Mineral fuels and lubricants 9,297.4 (Petroleum, 
petroleum products, etc. 8,148.9, Gas (natural and 
manufactured) 1,148.5); Chemicals and related products 
1,187.9 (Manufactured fertilizers 420.2, Plastics in primary 
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forms 372.3); Basic manufactures 676.0 (Iron and steel 673.6); 
Total (including others) 11,452.8 (excl. re-exports 242.3). 
Principal Trading Partners (QR million): Imports c.i.f. 
(1998); Australia 203; Canada 173; People's Republic of China 
210; France 712; Germany 721; India 238; Italy 745; Japan 
1,583; Republic of Korea 224; Malaysia 132; Netherlands 243; 
Saudi Arabia 681; Singapore 204; Spain 157; Sweden 123; 
United Arab Emirates 1,009; United Kingdom 1,396; USA 
1,738; Total (incl. others) 12,219. Exports fo.b. (including re-
exports, 1994): States of the Co-operation Council for the Arab 
States of the Gulf (Gulf Co-operation Council GCC) 1,170.0; 
USA 233.5; Asia (except Arab countries) 9,448.0; Australia 
and New Zealand 475.3; Total (including others) 11,695.1. 
In 1998 Qatar recorded a trade surplus of QR 7,134m., 
but there was a deficit of QR 1,658m. on the current account of 
the balance of payments. In 1998 the principal source of 
imports (14.2%) was the USA; other important suppliers in that 
year were Japan, the United Kingdom, the United Arab 
Emirates (UAE), Italy, Germany, France and Saudi Arabia. In 
1989 Japan took 19% of Qatar's exports, and this percentage is 
thought to have increased significantly in the 1990s, the 
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principal export is petroleum (traditionally responsible for 
80%-90% of export revenues). Among the principal imports in 
1998 were machinery and transport equipment, basic 
manufactures, food and live animals, miscellaneous 
manufactured articles and chemicals. 
Provisional budget data for the financial year ending 31 
March 2000 estimated a deficit of QR 3,603m., compared with 
a deficit of QR 3,185m in the previous financial year. The 
fiscal deficit in 1997/98 was estimated to be equivalent to 8.9% 
of GDP. The annual rate of inflation averaged 3.0% in 1990-97; 
consumer prices increased by an average of 7.4% in 1996, 
although inflation slowed to 2.8% in 1997. The Qatari economy 
is dependent on immigrant workers, owing to a shortage of 
indigenous labour. 
Other than its membership of OPEC, Qatar is a member of 
the Organization of Arab Petroleum Exporting Counties 
(OAPEC), the Arab Fund for Economic and Social 
Development(AFESD), the Arab Monetary Fund and the 
Islamic Development Bank. 
The Qatari economy is based on the production and 
export of petroleum, although it seemed likely that the 
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production and export of natural gas would eclipse the 
petroleum sector by 2003. The development of the North Field 
gas project is of prime importance to the future of the economy 
and by the end of 1999 two Qatari companies had begun 
exporting gas and a number of long term supply contracts were 
in place; during that year an agreement for the construction of 
a pipeline to supply gas to the UAE, Oman and, eventually, 
Pakistan was also concluded. A number of austerity measures 
were introduced in the 1999/2000 budget, in response to the 
sharp decline in international petroleum prices, and despite the 
sustained increase in petroleum prices in the second half of 
1999-which greatly reduced the actual budget deficit for 1999-
2000, the Government continued its efforts to reduce Qatar's 
reliance on petroleum prices and based the budget for 2000/01 
on relatively low petroleum prices (the expected increase in 
revenue was widely expected to be used to fun long-planned 
infrastructure projects which had been stalled owing to lack of 
finance. The Government continued to encourage economic 
diversification in 1999, particularly private-sector investment, 
proposing legislation to allow 100% foreign ownership of 
companies in the agriculture, industry, education and tourism 
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sectors. In April 2000, furthermore, a new body was 
established to control the production and supply of electricity 
and water, with a view to the eventual privatization of the 
utilities sectors. 
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CHAPTER -IV 
INDIA'S IMPORTS AND EXPORTS TO GULF 
COUNTRIES: 
The previous chapter brought out the socio economic 
conditions prevailing in the Gulf States. These conditions have 
a bearing on the pattern & policy of import & exports of these 
states. The present chapter discusses composition and volume 
of India's foreign trade with Gulf States as influenced by the 
socio economic conditions of Gulf States. 
At a time when economic liberalization and privatization 
are on the agenda of both India and the Gulf countries, it would 
be interesting to know the nature of their economic relations in 
the 1990s and its future prospects. During the 1970s and 1980s 
when oil revenues were in abundance, heavy investments in the 
infrastructure of the oil rich economies were diverted to a great 
extent from productive investments, which resulted in a 
negative impact at the economic development of the region. 
Now while economic reforms in the West Asian countries, 
particularly in the Gulf, provide great scope for Indian's 
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technological and scientific involvement on a competitive 
scale. 
India was perhaps the first country to establish trade links 
with Kuwait centuries ago, but with the inflow of goods from 
other parts of the world, India has lost its leading position. In 
1989, a joint trade committee met in Kuwait to evolve ways 
and means of diversifying and augmenting trade. But the reason 
given by Director of Foreign Trade in the Kuwait Ministry of 
commerce, Mr. Abdur Rahim, was that although India produces 
high quality goods, they are unable to face competition from 
other foreign goods due to unimpressive finishing and 
packaging.' But in the mid-1990s, Indo-Kuwait trade registered 
marked improvement, despite strong competition from 
countries in South East Asia and Europe as well as the United 
States and Japan each trying to secure a share for itself in an 
open market. India sells mainly vegetables, fruits, rice, spices, 
gems, jewellery and textiles to Kuwait. In return, it buys oil 
and petroleum products including kerosene and jet fuel. During 
1988-89 the county's total exports to Kuwait amounted to Rs. 
1.54 bn an increase of Rs. 0.49 bn over 1987-88. Its 
corresponding imports bill touched Rs. 5.03 bn, an increase of 
Chapter Four: Indians Imports and Exports to Gulf Countries {242} 
Rs. 0.2 bn over the previous financial year (1989). Trade 
between the two countries also started to pick up after the 
disruption caused by the Iraqi invasion of Kuwait, but the 
balance has been in Kuwait's favour because of oil exports. In 
1991-92, Indian exports to Kuwait were Rs. 0.74 bn and 
imports were of the under of Rs. 3.64 bn. In the beginning of 
the 1990s, India bagged orders worth $ lOmn to supply food 
products (including Basmati rice) to Kuwait and Saudi Arabia. 
The Gulf countries in general have been the major importers of 
Indian rice and other products, with the main competitor for 
India being Pakistan. In 1990, India exported a total of 16,000 
tonnes of basmati rice world wide. The UAE one of the leading 
importers in the Gulf, imported rice of various varieties worth 
about $ 61mn, and out of this India's share was about $ 12mn.^ 
As per DGCI & S data India's export to Kuwait during 1995-96 
were Rs. 453.33 crores which increased to Rs. 622.32 crore 
during 1998-99. The annual compound growth rate registered at 
13.12 per cent. Imports on the other hand, grow by 7.98 per 
cent from Rs. 4,647.70 crores during 1994-95 to Rs. 6,318.21 
crores during 1998-99. In 1997-98 imports from Kuwait was 
the highest (Rs. 8,546.01 crores). The volume of trade between 
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India and Kuwait in 1994-95 was Rs. 5,068.18 crores and in 
1998-99 was Rs. 7006.70. the volume of trade grew annually by 
8.43 per cent. 
Saudi Arabia is almost completely dependent on imported 
labour. The constant choice of middle-skilled service and retail 
oriented employment by Saudi entrants into the job market has 
forced the community in many industrial sectors^. 
Saudi Arabia increased its importance as a trading partner 
of India in the mid-1990s with the volume of traded goods 
increasing by over 42 per cent. Trade between the countries 
topped the $3.40 bn mark in 1996, with the Kingdom 
accounting for 1.7 per cent of India's exports. Saudi Arabia is 
presently India's largest trading partner, and has been 
identified as one of the 15 target markets. Similarly, for Saudi 
Arabia, India ranks as the 10^ ** major market, accounting for 3 
per cent of its exports."* Till the mid-1990s, trade between India 
and Saudi Arabia increased by 20 per cent, which has now been 
pegged at $500mn. The finance ministry of India sought access 
to Indian pharmaceuticals companies in the Saudi Arabia 
market to correct the huge imbalance in bilateral trade. The 
other areas in which trade could be expanded include. 
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agriculture and processed foods, electric equipment, transport 
equipment and automotive parts worth Rs. 28.97 bn in 1990-91 
from Saudi Arabia, while it exported goods like tea, heavy 
engineering goods, textiles and cotton valued at Rs. 4.18 bn. 
India has potential export markets for blankets, fabrics, 
shawls, scarves and aurylicblended knitwear and yarn to Saudi 
Arabia and other Gulf countries. There has been a number of 
exchanges between the two countries at ministerial, 
governmental and business levels. Following in the foot steps 
of other Gulf producers such as Kuwait and Oman, Saudi 
Arabia is now seriously considering investing in the down 
steam refining sector in India. 
Saudi Arabia's plans to expand its down stream 
investment in India is part of a long-term strategy to integrate 
the world's largest consumer market. Moreover, it plans to 
increase its oil exports to Asia, which currently stand at around 
4 mn bpd, or approximately 25 per cent of Asia's need. 
The major items exported by India to Saudi Arabia are 
Basmati/non-basmati rice, manmade yarn, fabrics, made ups, 
cotton yarn, primary and semi-finished iron and steel, plastic 
and linoleum products, machinery and instruments. And the 
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major items imported by India from Saudi Arabia are Organic 
chemicals, inorganic chemicals, artificial resin, plastic 
materials, sulphur & unrosted iron pyrites, pulp and waste 
paper, ores & metal scrap, coal, coke & briquettes, iron and 
steel, non-ferrous metals. 
According to a recent study India is the seventh largest 
exporter to Oman, and is held in high esteem so far as its 
technological competence and industrial achievements are 
concerned. Cooperation between India and Oman is in the field 
of trade, investment and technical assistance, and has provided 
substantial mutual benefits.^ 
There are about 270,000 Indian living in Oman and 
contributing their labour and skills to the development of the 
sultanate. Their contributions are praised and they live in 
harmony with the other communities. 
India and Oman have been trade partners for decades, 
where India occupies the seventh position in terms of imports 
by Oman. As per DGCI & S India had a modest trade turnover 
with Oman with exports in 1992 amounting to $95 bn and 
imports $ 15.6 mn. This was insignificant, considering Oman's 
total imports of the value of $903.4 mn. Exports, which were 
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about $ 50.8 mn in 1983 have nearly doubled to $94.97 mn in 
1992. Oman's imports from India consist of rice, textiles meat, 
manufactured goods, tea, coffee, iron and steel, chemicals and 
related products. It exports to India include oil, edible 
products, non-ferrous metals, etc. 
According to DGCl & S data India has a favourable 
balance of trade with Oman as far as commodity composition of 
India's exports to Oman is concerned. What is significant is 
that since economic reform has started, India's commodity 
export poses an upward trend rising from Rs. 262.6 crore in 
1993-94 to Rs. 563.5 crore in 1995-96. In 1996-97, total 
amount is only for April to Dec , which tends to rise in the 
later months. The major items for export include food products, 
fresh fruit and vegetables, processed goods, meat and meat 
preparations, traditional items like tea, coffee, spices, rice, oil 
meals, machinery and transport equipment (including 
commercial vehicle), electrical appliances, light engineering 
goods, computer software, drugs and garments. On the other 
hand, Oman's imports from India is showing a declining trend 
which in 1993-94 was Rs. 50.1 crore and in 1995-96 it could 
reach merely Rs. 66.2 crore. The major items of imports consist 
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of rice, textiles, meat, manufactured goods, tea, coffee, iron 
and steel, chemicals and related products. India's imports from 
Oman consist of Fruits and Nuts, Medicinal and Pharmaceutical 
products, non-ferrous metals and organic chemicals. 
Oman is the only country in the Gulf which entered into 
joint venture agreements with Indian companies for setting up 
an oil refinery and fertilizer plant. The Oman chamber of 
commerce and industry is also looking at the possibilities of 
opening an office in India to promote Oman as an investment 
business centre. The confederation of Indian industry has also 
offered assistance to the Oman centre for Investment Promotion 
and Export Development to promote Oman in India. The scope 
for estabilising joint ventures involving Indian business houses 
and Omani private sector companies has been enlarged, as the 
Govt, of Oman is actively encouraging such collaborations.^ 
Another important Sheikhdom in the region, Qatar, 
invited Indian enterpreneurs to tap its business potential and 
offered incentives like customs duty exemption on the import 
of materials and spare parts, the facility of a freely convertible 
currency, medical and educational benefits and income tax 
exemption on the salaries of expatriates or investors. In April 
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1992, the head of the Qatari delegation. Minister of Industry 
and public works, Mr. A.M. AH Al-Subaie, addressing the 
confederation of Indian industry and the Bombay chamber of 
Commerce and Industry, identified 20 areas of interest, such as 
medical and surgical bandages, alkyd and acrylic resins for 
paints, iron and steel valves and melamine for maladehyde and 
molded and extruded plastic. India also showed interest in 
equity participation from Qatar in a refinery in the private 
sector to be setup in India, extension of insurance facilities of 
the life insurance corporation of Indian workers in Qatar, 
collaboration in the setting up of an abattoir project in India 
with buy back arrangements, sale of iron repellets from 
Kudermukh iron ore project to Qatar steel company and the 
setting up of joint ventures for manufactures of castings and 
forging in Qatar. In the mid-1990s, the Qatar Ministry of 
Energy signed a contract with Tata Economic consultancy 
services of India for the provision of consultancy services for 
heavy and power intensive projects in Qatar. As per the 
provisional statistics released by the DGCI & S, the total 
bilateral trade between India and Qatar during the period from 
April 1998 to February 1999 stood at Rs. 4201.622 million as 
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compared to Rs. 4411.224 million during the corresponding 
period in 1997-98, registering a negative growth of 4.75%. 
However, India's exports to Qatar during the above period 
registered a growth of 6.72% while imports from Qatar 
decreased by 10.45%. India's exports to Qatar mainly 
comprised of tea, coffee, pulses, rice, spices, poultry and dairy 
Products, animal feed, fresh fruits and vegetables, processed 
fruits and juices, meat preparations, ores/minerals, leather 
products, drugs/pharmaceuticals, chemicals, 
cosmetics/toiletries, rubber products paints/enamel/varnishes, 
gems and jewellery, paper/paper products, plastic & linoleum 
products, metal products, machine tools, machinery and 
instruments, transport equipment, primary and semi finished 
iron and steel, electronic goods, cotton, textile and garments, 
man made fibres, handicrafts, carpets and project goods. 
Imports from Qatar included mainly fertilizers, crude oil, 
sulphur, iron pyrites, metaliferous ore and metal scraps, 
chemicals, artificial resins and plastic material. 
The change in India's economic policies has been 
welcomed in the region and several UAE businessmen has 
established contacts with their counterparts in India through 
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databases available with the Indian embassy in UAE and the 
consulate in India. Moreover, UAE nationals as well as NRIs 
are more interested in participating in the Indian capital 
market, rather then investing in joint ventures or collaborating 
on a 51 per cent equity participation basis. They look for quick 
capital gains in the Indian share market as well as in Indian 
companies floating debentures. The UAE is the largest importer 
of Indian products in the Gulf even larger than Iran and is one 
of India's largest west Asian trading partners. 
As per the DGCI & S during the year 2000-2001, India's 
export to the UAE were worth Rs. 118.13 billion (US $2.60 
billion) as compared to Rs. 93.08 billion (US $2.15 billion) in 
1999-2000 thereby showing an increase of about 29%. 
However, India's import from UAE in 2000-2001 decreased by 
68% to Rs. 29.51 billion (US $650 million) as against Rs. 
92.68 billion (US$2.14 billion) in 1999-2000. During the above 
period, there has been a considerable decrease in our import 
from UAE of gold, sugar non-ferrous metals, sulphur and 
unroasted iron ore pyrites: project goods etc. Once again in 
2000-2001, the bilateral trade balance has been in India's 
favour. The major items of India's exports to UAE have been 
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RMG cotton including accessories, gems and jewellery, 
manmade yarn, fabrics, madeups, manufactures of metals, 
cotton yarn, fabrics, madeups etc., marine products, machinery 
and instruments, plastic and linoleum products, tea, meat and 
preparation etc. Similarly the major items of imports from UAE 
includes gold and silver, metalifers ores and metal crap, 
sulphur and unrusted iron pyrites, perls, precious and 
semiprecious stones; etc. 
TABLE-4.1 
INDIA'S PATTERN OF TRADE WITH WEST ASIAN 
COUNTRIES (1990-96) 
























































































































































































































































































of trade statistics year book 1997, New York: 
From Table-4.1 it can be seen that India's major trading 
partners among the West Asia Nations are still the oil rich Gulf 
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states like Saudi Arabia, UAE, Kuwait, Iran and Bahrain, with 
whom India's balance of trade is always adverse chiefly 
because of its heavy dependence on oil imports from these 
countries. But it must, however, be noted that after economic 
reforms in the region and due to liberalization of trade barriers, 
India, along with the other developing countries, has almost 
doubled its volume of imports and exports with these countries 
till the mid-1990s. India is not yet able to enjoy a positive 
trade balance except with a few non-oil rich countries in the 
region like Oman, Egypt, Jordan, Turkey, as well as with the 
Republic of Yeman. 
TABLE-4.2 
INDIA'S TRADE WITH GULF COUNTRIES 
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IMPORTS 

































































Source: Direction of trade statistics year book 1997, New York: 
United Nations. 
As Table-4 .2 Shows, India ' s total exports to Gulf 
Countries over these years (1990-96) have increased from US $ 
890 mn in 1990 to $1284 mn in 1991 to $1943 mn in 1994, 
which further jumped to $2195 mn in 1996, indicating the 
rising trend throughout the years. On the other hand, India 's 
total imports from the Gulf Countries including oil and petro-
products from the GCC countries, were US $ 3124 mn in 1990 
which increased to $ 3832 mn in 1992 to $4967, and with a 
slight decreased to $5347 mn in 1996. However, this overall 
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increasing volume of imports during the years is mainly 
because of oil imports from this region, which is posing a 
permanent trade deficit with these oil exporting countries. 
However, we find that India's volume of trade with these 
countries has increased during the years. 
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Fig. 4.1 














Source: Direction of trade statistics Year Book 1997,NY, UN. 
Chapter Four: Indians Imports and Exports to Gulf Countries {257} 
Figure-4.1 shows the percentage share of India's foreign 
trade with the various regions of the world, namely, Asia, 
Africa, Europe, and West Asia, during 1990-96. 
From figure-4.1 It can be observed that the performance 
of India's exports to the West Asia region in comparison to that 
with other trading blocks is not very significant. Asia and 
Europe continued to occupy a relatively larger share in India's 
exports. 
TABLE-4.3 






























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Source: DGCI & S, Calcutta 
Table-4.3 indicates the potential markets of Indian goods 
in Gulf Countries where India's products are attracting a good 
market share, particularly after economic reforms and trade 
liberalization started, with a phenomenal increase of these 
commodities in the region. 
It can be noted that during the years 1980-81 to 1996-97, 
India's leading exports of items were tea, spices, rice, cashew 
karnels, marine products, leather manufactures, chemicals and 
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allied products, engineering goods, cotton yarns, fabrics 
readymade garments etc. 
India's overall exports to the oil rich Gulf region have 
been steadily increasing during 1980-97. For example tea, 
coffee and tobacco had a combined export of Rs. 108.52 crore 
in 1980-81 which reached 364.04crore in 1996-97. Table-4.3 
Also shows the position of leather products, and gems and 
jewellery in the Gulf market with exports of Rs. 13.24 crore in 
1980-81, increased to Rs. 1309.47 crore in 1996-97. It can be 
seen that export of chemical and engineering goods in Gulf had 
a very positive trend after liberalization. Their combined 
exports in 1980-81 were merely Rs. 53.63 crore, and in 1996-
97 there is a marked growth of Rs. 1232.86 crore. The trend is 
similar with cotton, readymade garments and jute manufacture, 
as there had a very modest export of Rs. 26.5 crore in 1980-81, 
but in 1996-97 the amount reached Rs. 2160.36 crore. 
The UAE are the leading importers of tea in the region 
for the last -one- and- a- half decades, importing Rs. 19.60 
crore worth of tea in 1980-81, in 1996-97 this amount reached 
Rs. 114.43 crore. Other major tea importers are Saudi Arabia, 
Bahrain and Qatar. Likewise, India's exports of coffee also 
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attract the Gulf market where Kuwait, UAE, and Saudi Arabia 
imported Rs. 8.24 crore in 1980-81, which reached Rs. 46.97 
crore in 1996-97. 
One of India's favourite items-Basmati-rice has a big 
foothold in Gulf markets. The major importers are the oil rich 
Gulf states where Saudi Arabia has jumped from importing rice 
worth Rs. 10.26 crore in 1980-81 to Rs. 694.45 crore in 1994, 
which again rose to Rs. 888.29 crore in 1996-97. Other 
countries of the region such as the UAE, Kuwait, Oman, 
Bahrain and Qatar have similar increasing trends in their 
imports of rice from India. However, as far tobacco, it is 
chiefly imported by Bahrain, UAE and Saudi Arabia, and in 
1996-97 these countries imported about Rs 8 crore worth of 
tobacco from India. But commodities like cashew Kernels and 
oilmeals have major markets in UAE, Saudi Arabia, Kuwait and 
Bahrain and during the last one-and-a-half-decades, their 
import has improved significantly. For example, Saudi Arabia 
and UAE imported about Rs. 19.21 crore of spices in 1980-81, 
and in 1996-97 this amount increased to Rs. 66 crore, likewise, 
the import of oilmeal by Bahrain, Saudi Arabia, Kuwait and 
UAE consisted of merely Rs. 189 crore in 1980-81, but the 
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figure went up to Rs. 176.55 crore in 1996-97. The UAE is also 
the top importer of marine products with a high increase from 
Rs. 1.44 crore in 1980-81 to Rs. 336.83 crore in 1996-97. 
India's leather products as well as gems and jewellery markets 
in Gulf Countries are mainly by UAE and Saudi Arabia. 
Another notable feature of India's share in Gulf markets 
is the export of chemical products as well as engineering 
goods, of which UAE, Kuwait, Saudi Arabia, and Bahrain 
imported the major share, which amounted to Rs. 53.63 crore in 
1980-81 and increased to Rs. 1232.86 crore in 1996-97. Thus, 
we find that during 1980-81, India's exports of engineering 
goods were Rs. 41.18 crore only, but in 1996-97 this reached 
Rs. 331.68 crore. As far as India's exports of engineering 
goods to this region are concerned, in the 1980s India had no 
significant hold in these markets because of the various factors. 
The trend with other important export items to Gulf markets is 
similar, for example, cotton yarn, fabrics, readymade garments 
and also jute manufacture. These items had a very insignificant 
volume of exports: only Rs. 26.5 crore in 1980-81. But in 
1996-97 the amount increased to Rs. 2160.36 crore. Thus, a 
steady increase in the export of Indian products to Gulf markets 
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can be seen, particularly after 1990 when the economic reform 
process started in both regions. 
As far as India's overall export performance in the mid-
1990s is concerned, it must be noted that in recent years Indian 
agricultural and allied products have come under increasing 
international scrutiny, and this severely affected India's 
exports to international market. 
However, India's principal commodities which registered 
significant growth during the mid-1990s in Gulf markets 
include marine products, electronics goods, textiles, chemicals, 
engineering goods, and row cotton. Some other products, viz. 
coffee and minerals also witnessed moderate growth. 
The shortfall in the production of crude oil in India is one 
of the major factors for India's huge financial loss. However, 
to meet the challenges that may emerge by the year 2010, the 
govt, has now set up a Reform Committee to study and suggest 
reforms in the petroleum sector. Taking a long-term 
comprehensive strategy to develop the hydrocarbon sector, 
India has now signed production sharing contracts for half-a-
dozen oil exploration blocks, covering a total area of around 
20, 970 sq. km. And the initial exploration investment in the 
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first phase are expected to be $20 mn. The long term goal is to 
reduce the import of petroleum products by increasing 
indigenous refinery production. Given India's expertise in oil 
exploration in both public and private sector companies, it is 
now realized that these should be encouraged to prospect for 
oil in friendly countries on the pattern followed by Japan which 
has non oil of its own. 
The govt, is also encouraging domestic companies to take 
up equity oil exploration acreages abroad to achieve the object 
of oil security for the country. Although India has one of the 
lowest rates of energy consumption in the world, in 1980-93 it 
rose by about 7 per cent per annum, compared to a figure of 
around 5 per cent over the preceding decades. Since the early 
1990s, its energy consumption was estimated at 242 kilogram 
(kg). But this is quite low when compared with energy use in 
other developing countries like Malaysia (1,529kg), South 
Korea (2,278kg) Egypt (539kg) and China (623 kg). 
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TABLE-4.4 













Source: OPEC Annual Statistical Bulletin, 1996. 
Table-4.4 depicts the crude oil production in India in 
1992-96, which reflects domestic production capacity. The 
crude oil production in India ranges between 532 and 695 
thousand barrels per day, which is quiet insufficient to meet the 
increasing oil demand in the country as it is estimated that till 
the end of the 1990s this oil demand may go up to 3mn barrels 
per day. 
Figure-4.2 
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Source: DGCI & S, Calcutta. 
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It can be observed from Fig-4.2 that India's oil demand 
started accelerating from 12767 thousand tonnes in 1970-71 to 
23537 thousand tonnes in 1980-81, an increase of 21.5 per cent 
over the previous year. In 1985-86, this demand remained at 
1900 thousand tonnes because of the extremely high oil price 
during this period, touching one of its highest levels at $ 27.5 
per barrel. As a result, the govt, had to curtail import of oil, 
which was 9.1 per cent less than in the previous year 1980-81. 
But in 1990-91, the volume of oil import reached 29359 
thousand tonnes, with an increase of 20.7 per cent over the 
previous figure. Its import again increased from 40,881 
thousand tonnes in 1992-93 to 42887 thousand tonnes in 1993-
94 (a 4.5 per cent increase), to 47893 thousand tonnes in 1995-
96 (a 9.7 per cent increase); and from 33,900 thousand tonnes 
in 1996-97, it rose to 43900 thousand tonnes in 1997-98. 
India's energy imports comprise about 20 per cent of the 
total Indian import bill. India's oil imports in 1997-98 were 
valued at $ 7627.09 mn, which was 20.59 per cent lower than 
oil imports valued at $ 9,604.81 mn during the previous 
financial year. Non-oil imports during April, 1997-March, 1998 
have been estimated at $ 33,151.69 mn, which was 14.54 per 
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cent higher than such imports valued at $ 28,943 mn in the 
preceding fiscal year. Imports during March 1998 were valued 
at $ 3519.51 mn, representing a growth of 1.59 per cent over 
the import level of $ 3464.40 mn in March, 1997. 
According to DGCl & S data India has a consistently 
adverse balance of trade with the oil exporting countries of the 
Gulf due to its heavy dependence on the import of oil from this 
region, about 90 per cent of its oil being imported from the 
Gulf Countries. Significantly, till the 1980s and onwards, the 
Arabian Gulf countries have been the major oil suppliers to 
India, which can be seen from India's adverse balance of trade 
of Rs. 2745 crore in 1980-81, which almost doubled in 1990-
91, wit a deficit of Rs. 5215 crore, and from Rs. 5570 core in 
1991-92 to Rs. 8654 crore in 1992-93 and Rs. 8905 crore in 
1993-94. It further increased from Rs. 11372 crore in 1994-95 
to Rs. 15281 crore in 1995-96, and this trade deficit reached 
Rs. 24823 crore in 1996-97 as the all time high. After 1990, 
India's deficit continued to grow with two major oil suppliers 
to India: Kuwait & Saudi Arabia. In 1995-96, India had a trade 
deficit of Rs. 6137 crore with Kuwait and Rs. 5159 crore with 
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Soudi Arabia, but in 1996-97 there amounts increased to Rs. 
7928 crore and Rs. 7920 crore respectively. 
In fact, India's import bill account of petroleum products 
has a large impact on the balance of trade. In 1995-96, the POL 
import bill went up by 27 per cent and in 1996-97 it increased 
to 41 per cent. While the market for India's exports to these 
countries was maintained, the massive rise in the import of 
crude oil resulted in a trade deficit. As a result, the share of 
crude oil and petroleum products in total imports increased to 
26.1 per cent from 20.5 per cent during 1995-96. 
TABLE-4.5 























































































Source: OPEC, Twenty-Third Annual Report, 1996 
FIGURE -4 .3 
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From Table-4.5 and Fig-4.3 It can be observed that the 
sharp increase in the value of crude oil imports essentially 
reflects the increase in the demand for hydrocarbons with 
economic development, the shortfall in domestic production of 
crude and a hardening of international prices for petroleum and 
petroleum products. 
A look at Table-4.5 and Fig-4.3 highlights the fact that 
in 1970-71 India imported petroleum of a value of Rs. 136 
crore (or US $180 mn) at a time when the oil prices in the 
international market were merely $2.1 per barrel. But then with 
the major breakthrough in the international oil market by the 
Organization of Petroleum Exporting Countries (OPEC), the oil 
embargo in 1973 made a significant change in the balance of 
payment situation of the oil importing developing countries 
like India, which, with its economic development programmes 
in hand, was badly affected. We can see its impact afterwards 
on its balance of payment deficit. As fig-4.3 shows, India's oil 
import bill in 1980-81 increased to Rs. 5,264 crore ($6,656 
mn). However, in 1985-86 it came down to Rs. 4,989 crore 
($4,078 mn) because of the decreasing oil prices in the 
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international market, which came down to $13 per barrel in 
1986 from $36 per barrel in 1980. 
As India embarked upon its economic development 
programme, the increasing demand for its oil also raised the 
import bill to Rs. 10,816 crore ($6,028 mn) in 1990-91. Here 
again, the oil price of 1990 played a major role in this high 
import bill, as it went up from $13 per barrel in 1986 to $22.3 
barrel in 1990. It is noteworthy that after India's economic 
reform started in 1991, the demand for crude oil almost 
doubled, and this increased the import bill from Rs. 17,142 
crore ($6,100 mn) in 1992-93 to Rs. 18,046 crore ($5,753 mn) 
in 193-94, to Rs. 18,613 crore ( ($5,920 mn) in 1994-95, to Rs. 
25,173 crore ($7,526 mn) in 1995-96, reaching Rs. 35,737 
crore in 1996-97. This rising import bill was on account of the 
sharp rise in crude oil prices, which reached a growth rate of 
33.8 per cent in 1996-97 as compared to 27.0 per cent during 
1995-96 
It must also be noted that these high import bills reflect 
India's increasing demand for oil in the 1990s, when economic 
reforms were in full swing, while oil prices in the international 
market ranged from $20 to $18 per barrel since 1990. 
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In the mid-1990s, the London-based Kleinwort Bension 
issued a critical report on the energy scene in India, calling for 
a national policy to harness the country's abundant coal and 
hydro sources, while warning of over dependence on imported 
oil and gas. According to a study, oil demand in India has been 
rising at more than the rate of growth of GDP for at least the 
past 15 years, reaching an all-time peak annual rate of 10.7 per 
cent in 1995. Oil demand in the mid-1990s, at around 1.62 mn 
barrels per day, is projected to grow in accordance with a base 
case scenario by around 48 per cent over the coming five years, 
while the highest case scenario projects demand growth of 76 
per cent over the same period to just short of 3 mn barrels per 
day. Regarding natural gas, the report states that gas 
consumption has been rising at an annual average rate of 17.9 
per cent for the past 15 years. As for the future, if the gap 
between projected demand and supply is to be met, India would 
have to import 120-140 mn cubic metres per day by the year 
2005, equivalent to 43.8-51.1 bn cubic metres per day. The 
other forecasts are even higher, as the longer term total demand 
would rise further to around 500 mn cubic metres per day by 
the year 2000, equivalent to 182.5 bn cubic metres per day, 
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which would have to be supplied largely through imports unless 
sizable domestic reserves are discovered. 
During 1994-95, OPEC accounted for about 92 per cent 
of Indian petroleum imports, where the UAE has a 26 per cent 
import share, Saudi Arabia 25 per cent, and Kuwait 16 per cent. 
Likewise, India's petroleum gas has a share of 95 per cent from 
the Arabian countries, where 43 per cent comes from Saudi 
Arabia and 40 per cent from the UAE. The heavy dependence 
on Gulf oil has always witnessed that an oil shock brings 
political or social upheavals in the country. In 1973, the rising 
oil prices were soon followed by the Navnirman movement that 
culminated in the Emergency. The second time around in 1979, 
the Janta government collapsed, and the political stability was 
again affected for the third time in 1990, as crude oil prices 
shot beyond $30 per barrel. India has also established high 
level contacts with the oil-rich Arabian countries like Saudi 
Arabia, UAE and Kuwait for supplies of crude oil. As we have 
seen, India's dependence on Arab oil is destined to grow in the 
1990s with surging demand and dwindling reserves. 
Besides, India also purchases from both the spot market 
as well as through term contracts in order to make up for the 
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shortfall and uncertainty over supplies from Russia in 1992. 
For India, the former Soviet Union had been the biggest 
supplier of crude oil, which was being lifted from Iraq under a 
barter trade agreement. 
India's export prospects of fresh vegetables in Gulf 
markets are good, as it continue to be the second-largest 
country producing fresh vegetables, next only to China The 
major vegetables exported from the country include onions, 
potatoes, ginger, cucumbers, gherkins, mushrooms, garlic and 
peas. India's export of these items to West Asian markets 
reveals that the UAE, Saudi Arabia, Kuwait and Bahrain share 
the major exports. 
TABLE-4.6 






























Source. DGCI & S, Calcutta. 
During 1996-97, India exported Rs. 893.40 mn worth of 
vegetables to these markets which accounted for a share of 26 
per cent of the total export of fresh vegetables. However, the 
major importer is the UAE, with Rs. 655.50 mn out of the total. 
Being endowed with favourable agro-climate conditions, India 
is in a position to grow a wide range of vegetables, and the 
govt, has also taken measures to step up production of 
vegetable and boost their export. 
Like the US and China, agricultural operation can go on 
in India around the year. An advantage for India is that over 50 
per cent of its land is arable, against the world average of only 
10.4 per cent. The country can grow numerous agricultural 
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items in view of the vastness of the country with its varied 
climate conditions. 
In the area of electronic goods too, Gulf Countries is the 
leading major market of Indian exports. During 1955-96, for 
example, India exported Rs. 1279,50 mn of electronic goods to 
these markets, and in 1996-97 this amount increased to Rs. 
2863.00 mn, registering a 123.55 per cent increase. Likewise, 
in the area of computer software and services, India's exports 
of this emerging sector during the year 1995-97 showed marked 
progress by exporting worth Rs. 218.70 mn in 1995-96, and this 
jumped to Rs. 517.60mn during 1996-97, posing 136.67 per 
Q 
cent growth. 
India's Manpower Export to Gulf Countries: 
There were some predictions in the mid-1980s that 
declining oil revenue would create a low demand for labour in 
the oil rich countries of the Gulf. This, however, did not 
happen. As a matter of fact whatever, industrial and 
infrastructural development is going on, all owes a great deal 
to migrant labour. Saudi Arabia, Kuwait, the UAE and Qatar 
(Particularly) still rely heavily on immigrant workers, both 
skilled and unskilled. It was estimated in 1990 that 4.5 mn non-
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nationals would be employed in GCC countries alone. 
Calculations based on the data published by the UN Economic 
and Social Commission for West Asia (ESCWA) showed that in 
the UAE, Qatar, non-nationals make up almost all the industrial 
workforce, accounting for 97 per cent and 95.6 per cent of it 
respectively. In Kuwait, the figure is put at 86.9 per cent. 
The labour shortage problem in the Gulf countries is 
accentuated by the inadequacy of the skill composition of the 
work force, where the majority do not posses the skills 
requisite for modern economic development. This reflects 
among other things, low educational attainment. In retrospect it 
appears that these countries have hitherto invested resources to 
train their labour force only to have a substantial part of it 
move to more wealthy neighbouring countries. By 1975, about 
2mn foreign workers resided in the six principal oil producing 
states of Gulf. Of these workers, 68 per cent came from Arab 
countries, and most of the rest were from Asia.^ 
The presence of large number of foreign workers in the 
Arab world, of whom Indians constitute a vast majority, must 
be perceived in the perspective of the economic development of 
the region. Now the number of Indian workers arriving for 
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employment in the Gulf constitute a declining figure. From a 
total of 199,270 in 1983, the number of arrivals dropped to 
150,002 at the end of 1985, representing a decrease of 25 
percent. There were about one mn India's living in the six Gulf 
States as at the end of 1985 of whom 60 per cent were 
unskilled, compared to the 1982 figure of 80 per cent. There is 
a clear upward trend in the ratio of skilled or unskilled workers 
from India, as the number of construction workers seeking 
employment in the Gulf declined, while more professional 
services and maintenance staff are being recruited. Thus, India 
has participated actively in the recent export of labour to Gulf 
Countries, with the number of Indian workers in the region 
increasing from 150,00 in 1975 to around 800,000 in 1982. The 
proportion of Indian workers among all migrant workers in 
Gulf is believed to have increased from an estimated 8.5 per 
cent in 1970 to 13 per cent in 1975 and became as high as 20 
per cent by 1983. Within the region, however, the rate of flow 
of Indian migrant workers has varied from country to country. 
The UAE still has the largest number of Indian migrants: 39 
per cent of all the Indian immigrant workers in Gulf. Next is 
Saudi Arabia, with over 20 per cent. 
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Source: GOI, Ministry of Labour Annual Report 1996-97 
Table-4.7 shows the outflows of emigrant Indian 
workers to the oil-rich countries of the Gulf during 1988-96, 
where over a million workers belonging to different categories 
have been employed. The table clearly indicates an upward 
trend in the emigration of workers since 1990, and this is 
largely due to economic reforms processes started in their 
economies, pushing the economic and industrial activities in 
the region further. 
It can be seen that the total number of Indian workers 
increased from 165,234 in 1988 to 438,338 in 1993, with an 
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increase of 38.7 per cent over the years. In the later years too, 
viz., 1993 to 1996, some what similar rising trends prevail. It 
can also be noted that the maximum number of Indian workers 
are in Saudi Arabia: from 85,289 in 1988 their number reached 
165,056 in 1996, representing an increase of 51,6 per cent. 
Other major employers of Indian workers are the UAE with 
34,029 in 1988 and 86,212 in 1996 (an increase of 39.4 per 
cent); Oman with 18690 in 1988 and 24,478 in 1996 (76.3 per 
cent increase); Kuwait with 9,653 in 1988 and 11,243 in 1996 
(85.8 per cent increase); and Bahrain with 8,219 Indian 
workers in 1988 and 12,386 in 1996 (66.3 per cent increase). 
Remittances from NRIs: 
It is almost established that labour migration has had 
profound consequences on employment, the balance of 
payments, commodity exports, business profits and government 
revenues. In the case of India, the massive flow of remittances 
from workers in the Gulf countries has played a major role in 
this regard. There is no doubt that Indian business and 
government have benefited in a variety of ways from the 
migration of contract workers. Labour migration has 
particularly helped to boost commodity exports from India to 
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Gulf markets, which have shown a spectacular increase in many 
countries. It has provided additional revenues for businesses as 
diverse as airlines, hotels, travel agencies, banks, medical 
clinics recruiting agencies, training institutions, translation 
services and ISD phone services. The development impact of 
remittances, however, is unlimited by the fact that about 50-70 
per cent of remittances are spent on current consumption and 
most of the rest is used to purchase land and housing and to 
make housing improvements. Table-4.8 shows the remittances 
of foreign exchange by Indian workers in the GCC countries 
from 1980-81 to 1995-96. 
TABLE-4.8 




















































Source: GOI, Ministry of Labour, Annual Report, 1996-1997. 
It can be noted that the position of remittances from 1980 
till the mid-1980s has been better than the later years in the 
same decade, as there was a decline in the number of emigrants 
to the Gulf region in the mid-1980s because of low oil revenue 
earned by these states, and this also resulted in the low 
economic development there. However, this trend changed after 
the 1990s, because economic reforms in the region enforced a 
heavy cut in public expenditure, curtailing subsidies and 
starting privatization in the economies. 
The remittances in US dollars show a fluctuating position 
of foreign exchange earnings during this one and a half 
decades. But since 1991, the remittances have been moving up, 
steadily from US$ 2,082 mn in 1990-91 the amount reached 
US$ 7,080 mn in 1995-96, with an increase of 29.5 per cent 
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during these five years. Also, it shows that during the mid-
1980s the amounts of private transfers have been rather low 
because the deteriorating economies of the Gulf countries 
enforced low labour intake. 
Till the mid-1980s, remittances constituted the equivalent 
of 25% of India's export earnings and finance, roughly one 
sixth of imports. The report of the International Labour 
Organization in the 1980s, for example, showed that the 
remittance inflows are 1.5 per cent of India's gross domestic 
product, 6 per cent of gross domestic savings and 7 per cent of 
gross domestic fixed capital formation. 
CONCLUSION: 
The above discussion reveal that for India, the Gulf 
Countries as a whole constitute a cheaper source for purchasing 
crude, petroleum based chemicals and fertilizers, although its 
trade with this region has not been significant. Over the years, 
the deficit of India's balance of trade with GCC countries has 
continued, therefore, it is in mutual interest that India's exports 
increases in future years to correct the imbalance. The imports 
of commodities by these countries also reveal that both value 
added items like machinery, transport, equipment, vehicles and 
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consumer durable come from Japan, the USA and Western 
nations, whereas imports from India mainly consist of 
traditional items like food, vegetables, spices, jewellery and 
cotton textiles. Although India acquired the potential to 
produce durable capital goods needed by Gulf countries, such 
as earth moving equipment, tractors, cranes, electrical turbines, 
refrigerations and cold storage plants, unfortunately India has 
been unable to market these products to any significant extent. 
Focus should be given on the export of non-traditional 
items such as project goods, computer software and hardware, 
electronics, oil-field equipment, light and heavy engineering 
goods, automobile spare parts. 
The most important factor for low export performance is 
that Indian products have not been competitive price-wise in 
the international market. Moreover, strict quality control 
measures could not be adopted for the sake of survival of 
export markets. 
India should continue to export of fresh vegetables to 
Gulf countries because the prospectus of these things are good 
in Gulf market. The scope of promoting our trade and economic 
relations with Gulf is immense. There is scope of export of 
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items like paper fittings, internal combustion engines, 
industrial fasteners, heating and cooking equipments, electrical 
machinery, scientific instruments, footwear. There are also 
potentialities of furniture sales to Gulf countries. 
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CHAPTER - V 
PROBLEM AREAS AND NEW STRATEGIES FOR 
IMPROVING TRADE RELATIONS WITH GULF 
COUNTRIES: 
The previous chapter discussed India's exports and 
imports to Gulf Countries. The analysis brought to fore the 
composition, volume and trends in India's trade with Gulf 
States. It was also noted that there have been some barriers to 
the smooth growth of the trade between India and Gulf States. 
The present chapter attempts to wake out the problem areas 
inhibiting the trade between Gulf States and India. 
From the economic point of view, the majority of 
countries in West Asia witnessed a dramatic upsurge in the 
economic activities following the oil price increases, beginning 
October 1973. The GCC countries in particular have since 
undergone revolutionary changes, experiencing at least two 
economic booms. T h e ' way economic transformation swept 
across this Arab land needs no elaboration; it is now part of 
history. 
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Perhaps, what is not adequately emphasised is that for the 
first time in modern history, a group of nations, all of a 
sudden, acquired immense purchasing power for using it to 
satisfy basic human needs and to develop the underdeveloped 
economies, depending mainly on oil resource. The major oil-
exporting countries, like Saudi Arabia, Kuwait, the UAE 
benefited directly from the continuous oil price hike, while 
other countries like Bahrain benefited largely by the spill-over 
effect of the oil revenue boom and developed distinct economic 
identity. The region had been offering attractive market 
opportunities for all types of product and projects to all those 
who could understand that rules of the marketing game and had 
the capacity to supply products and services that suit the 
market requirements. 
The discussion in the previous chapter brings to fore that 
India's export performance in Gulf Countries in the last one 
decade or so has been commendable. This is contrary to the 
general impression that the Indian exporting community has not 
adequately exploited the enormous market potential, despite 
having the natural advantage of geographical proximity and 
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age-old large links. This impression is the outcome of the fact 
that the Indian share in the growing West Asian market has not 
only been insignificant, but has fallen in the last one decade. 
A number of market research studies have suggested that 
India's export performance has faltered mainly on account of 
keen competition - internal and external - unethical trading 
practices, improper packaging and presentation, and a lack of 
market promotion. As a logical conclusion, it has been 
suggested that if these adverse factors had been somehow or 
other controlled, Indian exports to West Asia would have been 
far better. 
It is undoubtedly true that India's exports would have 
performed better if the inhibiting problems had been taken care 
of through self-discipline. However, it would be inappropriate 
to over-emphasise this point. A analysis of the marketing 
requirements of the region, particularly the structure of its 
imports, and the inability of the Indian economy to supply the 
required products would reveal that, given these inhibiting 
factors, India could have only marginally improved her export 
performance. It appears that the problem of export growth to 
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the region is largely the same as those of increasing exports per 
se, i.e., product diversification and adaptation and production 
efficiency. 
Another general impression about the market potential of 
West Asia is about the size of the total market. Because of the 
dramatic upsurge of the market and the galloping imports, it 
had been felt that this market required greater and preferential 
attention. The West Asian market is large, but is not large 
enough to deserve any special treatment from the policy 
markers and the exporters. From the marketing point of view, 
each market is unique and deserves special treatment. Products 
must be tailored according to the market requirements. It is 
only in this sense that West Asia deserves special attention. 
A true picture of India's resilience in the West Asian 
market, particularly in GCC, emerges when the declining share 
in imports is juxtaposed over the overall export performance of 
the country. 
An analysis of the structure of imports into Gulf countries 
indicates that the region has been importing more of consumer 
durables like automobiles, electronic equipment, sophisticated 
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household appliances, and construction materials and 
machinery. However, in the case of India, the concentration of 
exports has been in the category of food and live animals, 
including such items as meat and meat preparations, rice, 
spices, fruits and vegetables, fish and fish reparations, and tea. 
Other important categories with year-to-year variation have 
been metal manufactures, textiles excluding apparel, iron and 
steel, non-metallic mineral manufactures, jute goods, etc. India 
has also exported infrequently items like transport equipment 
and assorted engineering items. 
A close look at the country wise and product wise 
dispersal of India's exports to the West Asian region reveals 
that given the product base and the year-to-year available 
supplies, Indian exporters have performed commendably. In the 
case of those products where value addition is possible, Indian 
packaging and presentation seem to have faulted, rendering 
such Indian products to cater to the low-price less-
sophisticated segment of the market. In other cases, the demand 
for the products has been largely confined to luxury and semi-
luxury items where Indian industry neither has adequate 
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production base nor is price efficient. Within these parameters 
some relaxation should be provide for the system of award of 
project contracts - an area where Indian industry has not made 
much headway. In fact, Indian contractors have lagged behind 
others mainly because of their late entry into the market. Thus, 
by the time they could gain experience in the market, the 
recession had already set in. 
Changing Economic Structure and Trade Problems: 
As a result of a fall in oil prices and decrease in the 
demand for the West Asian oil, all oil exporting countries were 
adversely affected. Consequently, most of these countries have 
been experiencing a decline in economic activity, while in 
other countries it has turned negative. Apart from a fall in oil 
revenue, the slow-down in the economic activity, particularly 
in the GCC countries, has been essentially caused by the 
internal, fundamental structural changes and adjustments. Most 
of the oil-exporting countries are facing a depletion in oil 
reserves and will, therefore, look for alternative avenues for 
their economic development. 
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These recent developments have led to changes in 
governmental policy, affecting trade relations. Some of the 
inhibiting factors that will necessitate changes in the Indian 
export strategy are: 
i. Protection to Local Trading and Contracting Firms: 
With the shrinking project market in particular and 
slow-down in economic activities in general, there 
has been a strong move towards providing 
preferential treatment to local firms. Its impact on 
imports is direct in a much as a large percentage of 
project imports are linked with the principal 
contractor who has the flexibility to import them 
from his chosen sources. The move towards a 
preference to local firms was initiated in Saudi 
Arabia which, besides stipulating that the principal 
contractor is to sub-contract 30% of the contract 
value to Saudi contractors (excluding mixed 
companies and joint ventures), also provides that 
the principal contractor is to purchase all equipment 
and machinery from Saudi agents and procure items 
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like food from local Saudi establishments. In 
Kuwait, there is a demand for introducing a similar 
stipulation, besides releasing the price preference to 
local contractors from 5% to 15%. In some of the 
other countries, there is already an understanding 
for providing preferential treatment in awarding 
small value contracts to local firms. A coordinated 
view towards building up local project expertise 
was indicated at a recent meeting of the Arab 
contractors Union in Sanaa, where the participants 
called upon the Arab countries to facilitate cross 
border contracts and to give priority and assistance 
to local firms. Similar measures have been adopted 
in regulating import trade directly by providing for 
imports to be compulsorily channeled through local 
agents. This is especially so where government 
contracting is involved. Such legal requirements 
exist in countries like Qatar, Oman, the UAE, 
Bahrain and Kuwait. 
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ii. Protection to Local Industries: With the greater 
realization that the West Asian region can no longer 
depend on oil revenues for sustained economic 
growth, emphasis on developing local industries has 
become inevitable. However, because of a number 
of agricultural limitations, including scarcity of 
local entrepreneurship, a recent government policy 
'has been geared towards encouraging private 
industries involving less capital and simple 
entrepreneurship. The encourage the development of 
local entrepreneurship, governments have decided to 
play a major supportive role, which induces 
producing protection was taken by Saudi Arabia last 
March when it raised it minimum import duty on 
dutiable items from 4% to 7%. This move, besides 
giving a competitive edge to domestic industries, is 
likely to yield considerable revenues. A similar 
move has been raising the level of import duty to a 
minimum 4% by member countries as a step towards 
economic unification under the GCC. Consequently, 
some of the countries, where the minimum level of 
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duty was less than 4%, have raised their tariffs 
adversely affecting the trade of developing 
countries including India. At a meeting of the 
Finance Ministers the GCC agreed to study ways to 
protect locally produced goods from foreign 
competition. 
iii. Stringent Contract Laws: It has of late been noticed 
that the acceptable agency/ distributor contracts are 
weighed in favour of the agents/distributors. 
Recently, the Saudi Government suggested the 
acceptance of a model contract which requires the 
principal to provide maintenance and spare parts a 
'reasonable' (not defined) prices when required by 
the consumers. A vague clause is that the foreign 
principal is to 'guarantee the quality of products' 
and provide 'reasonable' compensation for 
termination of agency contracts. Another problem 
that is assuming an alarming proportion relates to 
re-tendering of projects. Ostensibly, this is due to 
government's desire that tenders should be through 
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open bids though, in fact, it adversely affects 
contracts from developing countries, who suffer not 
due to intricacies of repeat bidding but also 
expenses on account of purchase of tender 
documents and arrangements of bid bonds. 
iv. Counter Trading: In the last two years or so, a trend 
towards counter trading is discernible in the region. 
With the fall in the demand for oil and the necessity 
to carry on the development process, counter trading 
has appeared to be a way out. Iraq has successfully 
adopted a system of paying for contracts in terms of 
export of oil. A recent example is a similar contract 
between the MMTC and Jordan for purchase of 
phosphates from Jordan and machinery and 
equipment from India. 
Market Opportunities and Strategy: 
Despite a fall in oil revenues, the West Asian region, 
particularly the GCC countries, will remain attractive markets 
for products, services, and projects. Though the boom of the 
post-1993 period is ruled out, the tempo of economic activity is 
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more likely to gather pace. In the area of project contacts, the 
West Asain region cannot be ignored by the international 
contractors, because it continues to be the third largest market 
in the world in expenditure terms after the USA and Japan. 
Among these two countries, the six GCC nations continue to 
allocate large funds for development projects. Countries like 
Saudi Arabia and Kuwait do not have much of revenue 
problem, because of their judicious investment policies. They 
are likely to soften in the near future when alternate channels 
of shipment of its oil are available. Other countries facing 
depletion in oil resources are likely to benefit from the 
cooperative effort under the GCC as well as from a transfer of 
funds from the rich countries. For example, Bahrain will get 
huge funds from the GCC under the security build-up plan in 
the region. 
In the last one decade, the economies in the region have 
undergone vast changes. They have acquired sufficient 
experience and are in the process of learning from mistakes. 
Thus, all grandiose projects will give way to projects that 
provide better social facilities and which are financially viable. 
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Similarly, there is a strong tendency towards going in for 
maintenance contracts for the infrastructural facilities already 
created. Another trend noticed is the fall in dependency on 
outsides. In fact, within the next two or three years, the oil-rich 
countries will have a large and diversified technically trained 
manpower just out of the universities. However, the local 
training needs will increase so as to provide support at the 
lower and middle level management. 
Projects and their related inputs which have a scope in 
Gulf countries are: 
• Reclamation scheme in Bahrain to build a new town. 
• Railroad projects in Saudi Arabia, and rail system to 
cover all the GCC countries. 
• Downstream aluminium plant in Bahrain. 
• Management consultancy contracts for hospitals. 
• Transport management contracts. 
• Creation of defence and security infrastructure. 
• Creation of such facilities as power, desalination, 
water distribution, airport development, port 
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expansion, hospitals and hotels, particularly in 
Bahrain, Oman and the UAE. 
• Management consultancy projects, including 
personnel administration, computer technology, 
financial system, and marketing. 
• Agriculture and fisheries development mainly in 
Oman and Iraq. 
• Mineral exploration in Oman and Saudi Arabia. 
• Development of technical education, infrastructure 
in Saudi Arabia, Kuwait and the UAE. 
• Expansion of communications facilities, mainly in 
the GCC countries. 
While the areas mentioned above will have development 
priority, the demand for consumer goods will continue to be 
largely met from imports. Despite the self-sufficiency reached 
in such a country as Saudi Arabia in wheat requirements, the 
demand for such items as rice, sugar, tea, and processed food 
items including meat and meat preparation will continue to 
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grow, though at a lower rate. Similarly, the import demand for 
other consumer items, such as textiles, will exist. 
Strategy to Improve India's Share: 
Basically, the strategy is to produce and market goods 
needed by the markets. On the one hand, the price competition 
from other countries is to be met by improving cost efficiency, 
at the same time aligning our economy with the requirements of 
the West Asian countries. 
As a first step, a long term coordination in development 
programmes should be initiated, first by creating an 
appropriates joint governmental forum. For the GCC countries, 
an economic commission may be set up which would be 
supported by in-depth research studies. 
An area where joint planning may be useful is petro-
chemicals. Substantial investment is taking place in the oil-rich 
countries in basic petrochemicals; taking note of this, India's 
industrial programme could give greater weightage to 
downstream industries rather than basic petrochemicals. 
Similar tie-ups are possible in agricultural products (may be 
through custom farming), including fruit and dairy products). 
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As indicated earlier, the West Asian countries are fast 
moving towards localization of their commercial laws. Though 
every nation has a right to give preference to its own citizens 
in commerce and industry, stretching the policy to the extreme 
is counter productive. Imports become costly and distribution 
less efficient. Perhaps some special treatment is provided to 
trade with the developing countries. 
Concessions may also be provided in terms of fee for 
tender documents, price preference in supply contracts, amount 
of bid/performance bond, etc. Similarly, import duty 
concessions (e.g., in GCC) may be thought of. 
In the ultimate analysis, expansion of exports from India 
to the region is largely conditioned by our success in improving 
products and productivity. The emphasis in the coming years 
should be on minutely studying the market requirements and 
tailoring the products accordingly. In addition, efforts to 
develop joint ventures among private entrepreneurs should be 
re-doubled and projects commercially viable should be 
selected. The segment of collaborators in West Asia likely to 
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be convinced for creating such ventures are small and middle 
level investors. 
Participation in developmental efforts in the Gulf 
countries for sophisticated and high technology projects for 
India can be ruled out. Instead, there is a possibility or creating 
joint investment companies for participation in ventures in 
third world countries, for which Indian technology will be more 
suitable. In respect of securing large construction contracts in 
the region, serious consideration should be given to developing 
counter trade arrangements. This, perhaps, will necessitate a 
greater role for public sector trading organizations, like the 
State Trading Corporation. 
After the economic reform initiated in July 1991, the 
Government of India has taken a number of steps to create a 
more free environment for trade, removal of procedural 
irritants and anomalies through simplification and streamlining 
of procedures. The norms also place emphasis on increasing 
exports, promoting investment for increased production, 
improving international competitiveness and focusing on 
quality and technological upgradation. In order to achieve these 
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objectives, the Export and Import (EXIM) Policy 1992-97 made 
a conscious effort to dismantle various projectionist and 
regulatory policies and accelerate the country's transition 
towards further globalization." Further, the policy for 1997-
2002 has considerably simplified the policy and procedures: 
imports are being gradually liberalised to facilitate availability 
of raw materials and inputs to the export sector, besides 
widening and modernising the indigenous production base, and 
country-specific initiatives have been undertaken to promote 
trade. A number of schemes in this regard, such as Duty 
Exemption Scheme (DES), Export Oriented Units (EOUs), 
Export Processing Zones (EPZs), Electronic Hardware 
Technology Parks (EHTPs) and Software Technology Parks 
(STPs) have been initiated to provide special thrust to exports. 
In order to build up marketing infrastructure and expertise 
required for export promotion, the schemes initiated include: 
Export-Houses, Trading Houses, Star Trading Houses, and 
Super Star Trading Houses. Further, the Export Promotion 
Industrial Park Scheme has been implemented to support the 
state governments in their export promotion efforts, and the 
India Brand Equity Fund has been created to present a positive 
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image of Indian products abroad. Interactive discussion with 
Export Promotion Councils, Commodity Boards and trade and 
industry are normally held to boost exports, rates on export 
credit have been reduced, and it has been decided to set up an 
empowered Export Promotion Board to resolve problems facing 
exporters expeditiously. 
Keeping in view exporters' needs and realising the fall in 
export growth, trade policy is being revised to allow the 
exporting community to compete effectively in the new global 
trading environment. The export Strategy has also been revised 
in terms of the initiatives and efforts required sectorally and in 
specific markets, besides improving competitiveness and 
strengthening the production base for exports through specific 
policy measures. The sectoral strategy has twin objectives, 
viz., widening and deepening India's exports of existing 
products to existing and new markets, and diversification of the 
export basket in tune with the trends in world exports and 
exports from developing countries. Gems and jewellery, 
electronic hardware and computer software, textiles, 
engineering goods, chemical and allied products, agricultural 
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products, leather and leather products, marine products, sports 
goods and ores and minerals have been identified as thrust 
products in this export strategy. India's present export basket 
to West Asian countries consists of a limited range of products 
- some of them figure among the above stated products. As a 
matter of fact, strengthening of trade with West Asia is an 
important link in the strategy, since this region is increasingly 
becoming an important destination for India's trade 
cooperation. The Export Strategy is aimed at focusing on joint 
ventures to handle trade, third-country exports, organization of 
impressive trade shows for market promotion, and 
strengthening of banking infrastructure.^ 
CONCLUSION: 
The decade of the 1990s is marked by the 
disintegration of the old order worldwide, as well as a 
transitional process towards a new economic order. In this 
decade, most of the developing countries have initiated 
economics reforms with the purpose of revitalizing their 
economic potentials. Both the International Monetary Fund and 
the World Bank have prescribed the restructuring of their 
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economies in order to convert to free market principles wiiere 
state control of economic activity must be radically reduced by 
the removal of state subsidies. At the same time, the 
privatization of state assets, and fiscal, monetary and exchange 
rate policies must be adjusted to international norms, and the 
trade regime must be oriented towards exports, while not 
restricting import penetration, through a process of a trade 
liberalization. 
This decade has also witnessed a series of economic 
reforms policies for securing optimal allocation of resources 
along with foreign participation for significant economic 
development in the economies of West Asia and India. Now, 
while the liberalization and privatization processes have got 
momentum in the 1990s in these two areas, it can now be 
observed that the political structure of government and public 
administrations, particularly in the oil rich countries of the 
Gulf, have tended towards reduced interference with the 
functioning of their economies. Even the centralized planned 
economic administrations of countries like Syria, Egypt and 
Iraq are turning more and more towards the market economy. 
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with a view to securing optimal allocation of economic 
resources. 
We have also seen that the economic restructuring and 
liberalization policies already under way in most of the 
Arabian countries are likely to gather pace in the coming years 
as governments seek to control budget deficits resulting from 
lower oil prices as well as mounting defense expenditures in 
the region. The privatization programmes have been mainly 
adopted by the Gulf countries to increase revenue and alleviate 
governments' burdens, and hence overcome deficits. They have 
also tended to cut their huge arms purchases. Since the 
liberalization of financial services plays a pivotal role in the 
influx of foreign funds, Arab countries, under privatization 
schemes, have started to generate funds from the sale of public 
sector units in order to trim the balance of payments and 
budget deficits and exert a positive impact on the privatization 
process. The main purpose behind all these exercises is to 
remove the obstacles to foreign investment in their economies 
and create the desired investment climate in order to attract 
foreign capital for establishing new projects or joint ventures. 
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The primary reason why these countries have given 
emphasis to foreign investment in their economic liberalization 
programmes lies in their need to decentralize their control 
regimes and return to the more realistic market mechanisms. 
Another important reason is that foreign investment to these 
countries was hampered by their previous legal frameworks and 
also due to discriminatory attitudes towards non-nationals. To 
attract foreign investment, certain conditions, as suggested by 
experts, are now being fulfilled. The need has been felt for a 
realistic and practical legal and fiscal system that may become 
friendly towards such investment. Second, investments are now 
being guaranteed, preferably with provisions for international 
or third-party arbitration, since local courts are often seen to be 
unduly biased against foreign investors. Third, provisions are 
being made for foreign equity participation so as to give 
greater confidence to foreign investors that they are active 
rather than passive partners, and that the host country is 
serious about attracting foreign investment. Suggestions are 
being made that foreign investors must have the right to 
repatriate their capital. Also, that oil producers, wj;iether 
exporters or importers, should consider ways of raising capital-
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by freeing assets and also look at alternative financial 
arrangements for raising capital in international financial 
markets. 
West Asia is rightly considered the metaphor of a second 
renaissance: regional, international and industrial. This implies 
both challenges with accompanied risks, and also opportunities 
with the associated benefits. Only those economies which are 
capable of managing the risks and exploiting the opportunities 
would be better off in the emerging global economic 
environment. In the new wave of liberalization and 
privatization, there is a scope for potential markets in both the 
regions to deepen and diversify their cooperation and come 
forward with realistic plans for long-term interdependence 
based on interlocking interests. Since the beginning of the 
19909s, India too has opened up its economy, especially in 
trade and investment. Its new bid to move away from an import 
substituting strategy to an outward orientation and its keenness 
to join the globalization process is clearly manifest in its 
reform efforts. In recent years, various commercial 
organizations have repeatedly appealed to the government to 
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build a consensus on important economic issues in delinking, 
as far as possible, the economic decision making from publics 
to revive investors' confidence, restructuring of banking and 
insurance sectors, extending the reforms to the agricultural and 
labour sectors so as to bring the economy back to centre stage. 
The unprecedented interest in India has been mainly due to a 
series of steps taken to accelerate the process of liberalization. 
Since July 1991, a series of economic measures or reforms have 
been undertaken in the Indian economy, under the New 
Economic Policy (NEP). These reforms aim at globalization 
and liberalization of the Indian economy. The Indian 
government's adoption of economic liberalization measures 
since 1990 have ignited a strong recovery in the economy. 
Exports have shown major buoyancy in the post-reforms 
period, which have increased by 24 per cent till the mid-1990s. 
Although the climate for direct investment has shown 
considerable improvement, in the case of West Asia, despite 
high-profile economic diplomacy and special concessions made 
to investors in the Gulf, India has not been able so far to attract 
investment from the Gulf region as it has from Israel. The 
Indian government is trying hard to secure foreign exchange to 
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meet its heavy oil import bill, which has also resulted in a 
persistent deficit in India's trade with the oil exporting 
countries of the Gulf. 
Before liberalization, India could not find a significant 
place in the West Asian markets, but in the 1990s, as we have 
seen, the region provided India an opportunity to pursue its 
policy of export promotion and encouragement of foreign 
investment. In the new situation, Arab economies are now 
shifting from Western industrial economies to the Asian region 
for their bilateral trade. Since India is enjoying good relations 
with West Asian countries, it is the right time for India to meet 
the needs of those markets. 
We have also seen the immense possibility for mutually 
beneficial joint ventures in the liberalization era. One 
promising trend in this regard is that big industrial houses in 
India are now identifying various projects to be taken on the 
basis of joint collaboration. The idea that has now found favour 
in India is that joint ventures could be established with this 
region, including Israel, which has great technological 
advantages. In fact, Israel's entry into the Indian market 
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provides great opportunities for agro-based industrial 
development, that promises India competitive advantages in the 
international market. Agriculture is the most competitive sector 
in India, which accounts for 30 per cent of its GDP and two-
thirds of the labour force, besides contributing 18 per cent of 
exports. The Indian government's New Economic Policy has 
tried to integrate the agricultural sector with that of the 
international economy. Now multilateral trade agreements have 
also provided more opportunities to export these commodities. 
Indian farm produce has a price advantage in international 
trade, and there is no reason why India should not cash in on 
this. 
In the liberalization era of the 1990s, as we have 
discussed, the West Asian countries are eager to share the 
technological development of modern India. It would be the 
advantage of both not to restrict their relationship simply to 
that of buyers and sellers of crude oil or traditional 
commodities but to develop a more cooperative relationship. 
The Gulf countries could take advantage of India's developing 
technology and management know-how. The Gulf states, for 
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their part, are developing countries, and, as such, need a stable 
source of income to finance their various development projects, 
which invariably require imports of capital goods, foreign 
technology and expertise at a competitive price. 
In the 1990s, the overriding priority for India is to 
achieve efficiency and economic growth through productive 
and sustained partnerships. For this purpose, the confederation 
of India Industry has already decided to further strengthen its 
network on the international front by setting up a Global 
Networking Council with the objectives of raising exports by 
25 per cent per annum, increasing foreign investment flows, 
building a strong foreign exchange revenue and working 
towards making 100 truly multinational companies by the year 
2000. 
India's business prospects in the region would also 
depend upon the Indian producers who need to diversify their 
production, upgrade technology for improving the quality of 
the products, and reducing the cost of production. The foreign 
trade policy of India can play a supporting role in the success 
of Indian exporters by providing suitable infrastructure to 
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them. The promising feature in this regard is that India has 
made serious efforts to encourage export promotion since 1991. 
Indian industry has started giving importance to a global 
presence, and there have been changes in rules and regulations 
during the years. However, various items of economic 
legislation still requires abolition/substantial modification to 
give a critical push to the reform process. This is urgent; 
because the greatest sufferers after all would be the traders and 
dealers, both in domestic and international markets. India now 
needs the right package of reforms to give a chance to private 
enterprise to perform effectively and efficiently. There can be 
hardly any disagreement that India's industrial growth with 
modern technology would be a big advantage in gaining West 
Asian markets where India could not have a significant 
presence since the last two decades. 
It has been pointed out the India's economic diplomacy 
has so far not been successful in adequately safeguarding its 
economic interests abroad, particularly in West Asia. 
Moreover, India could not influence foreign countries to 
increase the scope of trade because Indian commercial 
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counsellors have proved to be men with neither business nor 
diplomatic acumen, and Indian diplomats by and large are 
foreign to the vagaries and complexities of international trade 
and economic diplomacy. Till the late 1980s, it was thought 
that the rate of flow of manpower to the Gulf region was not 
likely to go up. However, in the liberalization era. Gulf 
countries continue to be a significant market for immigrant 
labour. In this regard, the role of Indian expertise is worth 
mentioning. In the Gulf region particularly, India's manpower 
has greatly helped in promoting Indian exports to the regional 
markets. Moreover, their efforts in bringing Gulf investors to 
India's emerging market cannot be denied. There is further 
need to support economic forums that the NRIs have formed in 
the Gulf to highlight India's liberalized policies. Indian 
industry is currently facing uneven competition from 
transnational corporations because modernization and internal 
liberalization of the economy lagged behind external 
liberalization. The implication for India then is that it is first 
necessary to establish competitive markets and draw up clear 
rules for competition and arbitration before embarking on a 
major privatization programme. In a fiercely competitive 
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world, every country is trying to develop brand names with the 
government's support to penetrate markets across the world. 
India's efforts towards global integration have been modest. 
Some reasons for its economic weakness identified are: 
inadequate macroeconomic policies (notably a large fiscal 
deficit that reduces the confidence of domestic foreign 
investors), higher levels of protection from other developing 
countries, etc. 
In terms of challenges, the greatest challenge and 
opportunity with the Government of India lies in undoing those 
policies and practices that have not worked satisfactorily so far 
and embarking on a comprehensive trade policy package that is 
integrative, realistic and result-oriented. 
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